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ABSTRACT 
The efficiency and effectiveness in the management of working capital thus has always 
been appreciated from the point of view of both feasibility and profitability. If a firm has 
inappropriate working capital management, it will result in a number of problems both 
internally and externally. Internally: (a) the firms hold inappropriate levels of working 
capital - resulting in uncontrolled costs of holding the working capital items or in 
deficient working capital levels, (b) The firms inappropriately manage their purchases 
and sales activities and have a defective credit policy. Externally, the firms lack proper 
policies and practices of co-operation with their suppliers and customers. 
With respect to these problems, the present research suggests the solutions by proposing a 
two-dimensional approach of advanced working capital management. Two-dimensional 
approach will help the firm in explaining the reasons for the above-mentioned problems 
and searching solution for them. Therefore, main objective of developing of two-
dimensional approach is to investigate and to have a critical analysis of firm's working 
capital management practices internally and externally and then to give relevant policy 
recommendations helpful to enhance firm value to the firm. 
In this research, the concepts of managing working capital internally and externally are 
taken. The research focuses specifically at the Dairy co-operatives, private and MNCs 
manufacturing firms in India. The objective of this research is to study the working 
capital management practices of these firms and to forward possible areas of 
improvement. 
This research is categorized in to five parts: introduction, literature review, conceptual 
framework, empirical study and conclusion. Part I contains chapter 1 and introduces the 
researc^ work. Part II contains chapters 2-3 where discussion is on the literature review 
on the internal and external working capital management. Part III contains chapter 4 
where discussion is on research approach and development of theoretical Model. Part IV 
incorporates chapters 5 to 8 in which empirical data is analyzed in the view of the 
literature reviewed and theoretical Model developed. Part V includes chapter 9, which 
concludes the research and forwards future research implications. 
< ^ 
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Literature reviewed on working capital management 
Literature is reviewed on relevant researcli methods, approaches of wori^ ing capital 
management and related theories that can be used as a background. This research was 
introduced by highlighting the relevance of workii.g capital management and the benefits 
and costs of managing working capital internally and externally. The literature on 
managing working capital internally focuses on the management of working capital 
levels of investment in cash, receivables and inventories as well as on operations of 
purchasing and selling. The highlighted thing is the need for designing and implementing 
proper objectives for holding the optimum levels based on transaction, precautionary or 
speculative purposes. In order to maximize the benefits of working capital firms can plan 
their periodic requirements using budgeting approaches, optimality models and by 
hedging for uncertain outcomes. There are also control mechanisms that the firms can 
apply in order to safeguard against the physical decay and improper handling. An 
important objective of working capital management is therefore to determine and 
maintain an optimum level. The level of raw material inventories can also be improved 
by coordinating a firm's purchases and producti<^n and that of finished goods by 
coordinating the operations of production and sales. 
Managing working capital externally focuses on the management of inter-firm 
cooperation among firms, their suppliers and customers. Efficient management of 
working capital levels and operations would depend not only on co-ordination between 
the firm's internal operations but also between the firm and its suppliers and customers. If 
there is a close co-operation between the firm and its supplier, a small raw materials 
inventory could be maintained more easily while production needs could still be met. 
With closer firm-supplier co-operation, it is also possible for the firm to get credit 
purchase, which minimizes cash needs. It may then, moreover, receive both quantity and 
cash discounts. With a close co-operation between the firm and its customers, it is 
possible to know early when goods will be needed. Therefore, a small finished goods 
inventory could be maintained and customers' needs could still be met. Close firm-
customer co-operation also enhances credit sales and may increase revenues, while at the 
same time it may minimize uncollected receivables and increase cash levels. A co-
operation among a firm, its suppliers and its customers can also minimize their inter-firm 
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transaction costs. The achievement of firm objectives can be measured and evaluated 
using internal financial performance measures and non-financial measures, such as 
supplier and customer evaluations on various inter-firm activities. 
Theoretical background 
According to Rayan, Scapens and Theobald (1992). theory is useful as a background to 
decide on what research approaches to follow and what data to collect. Having this 
objective in mind, three interconnected theories as a background, Rappaport's (1986) 
value network model. Porter's (1985) value chain model and Williamson's (1985) 
transaction costs theory, are used 
Rappaport's (1986) value network model is applied to explain the relation between the 
corporate objective of value creation and its drivers. This model helped to focus on how 
value can be created with particular reference to working capital levels and operations. 
Based on Rappaport's argument, the theoretical model of the research is divided into 
internal and external working capital operations of purchases and sales as well as levels 
of investment and financing. Porter's (1985) value chain model is used to study the 
management of value drivers in an inter-firm co-operation. Porter divides value drivers 
into primary and support activities which are inter-connected by internal linkages to each 
other and external linkages to buyers and suppliers. This value chain linkage model is 
used as an input to study inter-firm transactional relations useful to create value. 
Exploiting the benefits of value chain approaches require that iirms co-operate with each 
other so that all players connected to the chain apply well co-ordinated and cohesive 
management of working capital. Therefore, value creation can be enhanced if a firm 
manages its internal activities efficiently and co-ordinates it with its external supplier-
customer value chains. This requires that the transaction costs that originate as a result of 
inter-firm transactional relations be properly managed. Williamson's (1986) theory on 
transaction cost is used to argue that the managerial approaches designed to efficiently 
reduce these costs primarily contribute to the creation of value. It is argued that if firms 
co-operate on activities related to working capital operations and levels, they can 
minimize the inter-firm transaction costs and create value more than they would create 
individually. 
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Lastly, the debate on ownership and operational efficiency based on the theoretical 
arguments of Shirley and Walsh (2000) is covered briefly. The arguments of Shirley and 
Walsh helped to categorize the study into co-operatives, private and MNCs firms. 
Researcher compared the potential for operational efficiency among co-operatives, 
private and MNCs firms and discussed the characteristics of co-operatives, private and 
MNCs firms. We centred our discussion on the effect of owriership on competition and 
value creation. 
Research argued that, it is the competition that determines how firms can efficiently 
create value. However, ownership determines the potential for competition and 
managerial efficiency, therefore the ability to create firm value. 
The Theoretical Model 
The theoretical model takes the issues of managing working capital internally and 
externally in the Indian context. Using the insights of Rappaport's (1986) value network 
model it is argued that for a firm to create value, management decisions have to 
concentrate on three main decision categories, operating decisions, investment decisions 
and financing decisions. Operating decisions include the decisions on the purchase of 
materials, production process and sales of finished goods. Investment decisions refer to 
capital tied-up in cash, receivables and inventories. Financing decisions are concerned 
with the sources and the management of financing. 
The theoretical model of this research study uses these managing working capital 
internally categories also as building blocks for the analysis of managing working capital 
externally, which firms may implement in co-operation with their suppliers and 
customers. Inter-firm co-operation can create a tripartite value network with the firm and 
its suppliers and customers making a chain. It can help firms, their suppliers and 
customers to decrease the common transaction costs of working capital operations and 
the carrying costs of their working capital levels. If the firm's purchase and suppliers' 
sales operations are co-ordinated their inter-firm transpction costs and amount of cash 
needed by the firm as well as the carrying costs of supplies' inventory of finished goods 
and the firm's inventory of materials can be minimized. Cooperation with the supplier 
can also help a firm to increase the use of payables as a financing source. The firm's sales 
operations and customers purchase operations can also be co-ordinated so that their inter-
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firm transaction costs and the carrying costs of customer's inventory of materials and the 
firm's levels of finished goods inventory, receivables and cash are minimized. The 
cumulative effect is that all three parties - the firm, its suppliers and customers can 
enhance their respective value more than they could without co-ordinating the 
management of their operations and levels. 
The main factors of the theoretical model may not explain everything and other factors 
may determine the way the internal and external working capital operations and levels are 
managed to create firm value. To take care of these eventualities we have considered the 
influences of ownership, government regulations, management potential and cultural 
factors. 
Finally, research highlighted the importance of performance evaluation of working 
crpital decisions. Performance evaluations are made to check if the firm's internal and 
external management of working capital operations and levels are creating value. 
There can be financial and non-financial performance measurements and evaluation 
systems. The financial performance evaluation is using the accounting based financial 
information and the non-financial uses the evaluations of man igers and -for the external 
aspects- the evaluations of suppliers and customers. 
The research methodology 
In order to select proper research methodology, it is required to first discuss the 
characteristics of the main research question and objectives. The question of the research 
is: "In what way, selected agribusiness (dairy) firms (co-operative, private or MNC) in 
the manufacturing sector of India manage their working capital -internally and externally 
in search of improving firm value." Nature of the research question is how-why. The 
interest is to know how the selected agribusiness firms manage their working capital in 
order to improve firm value. On the other hand there is hardly any control on working 
capital management techniques that the firms use. Therefore, the control over the 
research is none or very insignificant. The focus of research is on finding contemporary 
working capital management, relevant to the Indian firms. Now with these characteristics 
of the research question refer to Yin (1994). He argues that a case study methodology is a 
favored research approach where: the research question to be addressed is a type of how-
why, control of the researcher over the research is none or very insignificant and the focus 
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is on a contemporary phenomenon within a real life context. Owing to these distinguished 
characteristics the case research method correctly suits to the question and objectives of 
this research. 
According to Sekaran (1992)''*, case research study may be exploratory, descriptive, 
hypothesis testing or explanatory in nature. New areas of organizational research are 
explored, in exploratory case study, by making a complete investigation. When 
researcher lacks in knowledge about the situation in hand, or when he has no information 
on how similar problems or research issues have been solved in the past, explanatory case 
study is used. In this extensive preliminary work is done so as to get acquaintance with 
the phenomenon and to understand what is happening, before a model is developed. One 
can use it for advancing knowledge through good t'.eory building and also for having a 
good grasp of the phenomenon of interest (Sekaran, 1992). Another type of case research 
study is descriptive case study. It involves describing certain characteristics of the 
phenomenon that the researcher is interested in. It is useful for ascertainment and 
description of characteristics of the variables in the situation. One more type of case 
study is explanatory case study. It is used to explain why the variables under study 
behave in a certain way. Hypothesis testing is also a type of case study. It explains the 
nature of certain relationships or to establish the differences among groups. 
This research basically focuses both the descriptive and explanatory case study. In this 
research literature rev ew is made so as to search for available theoretical approaches for 
working capital management - internally and externally. After that, description is on 
what working capital approaches - internally and externally co-operative, private and 
MNC firms use. Finally it has to compare and explain how the theoretical expectations 
and practical findings differ and forward possible recommendations on how co-operative, 
private and MNC firms can use working capital approaches - internally and externally in 
search of improving firms value. Internally, study relates to the value creating 
characteristics of working capital. Externally, business to business co-operation is 
assessed. Accordingly, research sub-divided the design of the case research into overall 
case study, the field research or data collection, data analysis and criteria used to ensure 
the credibility of the findings. 
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Different sources of evidences for case studies may be, as stated by Yin (1994b, p.78), 
documentary information, direct observation, piiysical artifacts, interviews, and archival 
records. Questionnaire is also added as another alternative mechanism of data collection 
bySekaran(1992). 
Both the qualitative and quantitative data analysis is used. Research approach requires 
using the qualitative data analysis, which according to Miles and Huberman (1994), 
refers to essences of people, objects and situations and is expressed in terms of words 
based on obsewations, inlefviews and documents. Quantitative data analysis refers to the 
evaluation of working capital decisions using financial performance ratios. Out of the 
sources of data collection for case study, archival records, interviews and questionnaires 
are selected to be used, because of their relevance to the research. Focused and open-
ended interviews are conducted with the respondents (managers of firms, their suppliers 
and customers). Interviews would enable to target directly at the case study topic and to 
perceive casual inferences. Questionnaires are also to be personally administered and 
collected from the firms' managers. As archival records, the audited (as much as it is 
possible) financial statements of the firms for ten years (1998 to 2007) are collected and 
are us^d in this research. Taking audited financial data often consecutive years has the 
advantage of retrievability, unbiased selectivity (by both researcher and provider) and 
accessibility. 
The empirical findings 
Empirical data is used to analyze the practices of managing working capital internally 
and externally management in the co-operatives, private and MNCS dairy firms. 
Managing working capital internally 
Overall working capital management policy Dairy co-operatives lack a clear objective 
and vision of managing working capital both internally and externally. Though the 
managers believe that managing working capital operation and level plays a very 
significant role in creating value to their firms but they are not empowered due to the 
imposition of government regulations. According to the managers, government 
regulations, implemented under the supervision of the Ministry of Agriculture and NDDB 
restrict their managerial power. Other than the problem of managerial empowerment 
working capital investment and financing, are also constraints. The problem with the 
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private is not managerial empowerment but management potential, and clarity of 
objectives and lack of skilled labor, which are the major constraints. MNCs have a clear 
objective and vision of managing working capital both internally and externally. 
Investment and financing The co-operatives firms have no problem of financing their 
working capital levels and operations because of their profitable operations and the 
availability of finance from state co-operative banks as directed by the government. 
Therefore, they have easy access to the bank finance. All private firms except VRS Foods 
are in a problem of liquidity. The firms have financed their working capital needs with 
creditors and overdraft facilities. The level of inventory is highest as apart of working 
capital and cash is lowest. While, inventory balance is also increasing due to mainly lack 
of sales. MNCs firms except Heinz India are in liquidity problem. MNCs are also using 
coeditors as a measure source of financing as well as bank overdraft and accruals. The 
lack of investment and financing opportunity due to the absence of well developed 
markets for financial titles is also a main factor that contributes to the inefficient 
management of working capital in the private and MNCs firms. 
Operations of purchases and sales it is observed that all firms could state what their 
purchasing policy is about. Common factors of the purchase policy of all the firms are 
meeting marketing demand and to keep production uninterrupted. All the firms, other 
than Kwality Dairy from private and Heinz India from MNC, also chose meeting 
seasonal production requirements as purpose oi purchase policy. Heinz India and 
Cadbury India take the purpose of quantity and cash discount of purchase policy. 
Moreover, all the MNCs define the purpose of decreasing holding cost for purchase 
policy. According to the commercial managers of the firms, all of them purchase on 
credit, specifically milk for a credit period ranging from 15 days to one month. All the 
co-ops take from milk unions on one month credit, similarly private firms also take from 
milk unions and local suppliers on weekly credit. Other materials like sugar, wheat, rice, 
etc are also purchased on credit basis as well as cash basis. Wherever material has to be 
imported, advance payments are made. The co-operatives have very little to do with how 
to purchase their materials and to produce and sell their finished goods. They have to 
purchase from milk unions as directed by NDDB, while they are also purchasing from 
private players. Similarly they have to sell to Mother Dairy and Government ministries as 
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directed by the government, while they are also selling to the private players. The 
purchase and sales policies of private and MNCs firms are not dictated by government 
regulations though they have relatively more relaxed government policies applying to 
them in comparison to government firms. 
The responses of the co-op's commercial managers to interview questions indicated that 
their main objectives of sales policy are to satisfy the demands of the ministries and 
Mother Dairy to meet seasonal sales requirement and to e. nand market. However, co-ops 
do not have the purpose of decreasing inventory holding and ordering costs. All the 
private firms and MNCs have the same purpose of meeting seasonal sales requirement 
and to expand market. However MNCs also have the purpose of meeting seasonal sales 
requirement. Both, Nestle and Cadbury India from MNCs have the purpose of decreasing 
inventory holding cost also. The reported sales terms for all the co-ops, private and 
MNCs firms are the cash and credit basis. All the co-ops, private and MNCS have credit 
sales standard of 5C's. However, co-ops also use one time sales as standard. Both, Nestle 
and Cadbury from MNCs also use repeat sales approach as credit sales standards. 
Performance evaluation of working capital management The study of performance 
evaluation has indicated that most firms evaluate their performance by comparing their 
past with the present and actual with the expected. Their financial managers said that they 
apply some accounting, customer satisfaction and product quality based performance 
measurement and evaluation criteria. Moreover, private and MNCs firms reported also 
that they compare their performance with their competitors. MNCs provide quantity 
discounts for customer satisfaction; moreover, other firms also improve quality of the 
products and communication with the customer to improve customer satisfaction. 
Liquidity of the firms is being checked by current and quick ratios, financial managers 
are also calculating inventory and receivable turnover for checking operational efficiency 
and cash, inventory and receivable to working capital for financial efficiency. Financial 
managers of all the co-ops, private and MNCs firms are also tracking the profitability and 
thp firms' performance determinants. 
Liquidity analysis indicates that the private and MNCs firms are in liquidity problem 
because on the average all liquidity ratios are below the generally accepted global norms. 
The exception is VRS Foods from the private firms and the Heinz India Ltd from the 
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MNCs firms. Investment in current assets whose turnover is very low make 58% and 
45% in tile private and MNCs firms respectively. When compared with the global norm 
of 50%, this current to total assets ratio is disproportionate particularly with the MNCs 
firms. The profitability ratios, particularly net profit and return on assets indicate low 
levels, particularly in most of the private firms (leaving VRS Foods). Overall 
performance findings suggest that the firms are doing little to create value by managing 
working capital levels of investment and short-term financing as well as operations of 
purchasing and selling. 
Managing Working Capital Externally 
Firm-supplier linkage - the firms' point of view The response of the co-ops firms 
indicate that they co-operate with their suppliers on the inbound activities, particularly, 
shipment and storage, production operation for product testing, facility operations and 
timely availability of raw material, product adjustment for after sales services. Moreover, 
Private and MNCs firms also co-operate on material handling and inventory control for 
inbound activities, sales /purchase channel selection on marketing and sales. Therefore, 
level of co-operation is high in case of private and MNCS firms. The co-ops revealed the 
weakest firm-supplier cooperation with private suppliers. Generally, all firms have very 
weak firm-supplier linkage on all marketing/sales and after sales services. The co-ops 
traced the reason for the lack of firm-supplier cooperation to the non co-operation of 
private suppliers and to the some extent NDDB regulations. The reason for the lack of 
firm-supplier co-operation according to the private and MNCs firms is for two reasons. 
First, their suppliers do not co-operate and second, suppliers have easy options. 
Inter-firm linkages suppliers' point of view The suppliers of all firms reported that they 
have very little co-operation on all the primary activities. The suppliers indicated that the 
only co-operation is on production operation for product testing, facility operations, 
delivery vehicle operation and order processing for outbound activities and timely 
availability of raw material, product adjustment for after sales services. The private firms' 
supplier response on inter-firm co-operation with regard to all primary activities is 
comparatively better than co-ops. The main reason for lack of cooperation according to 
all the suppliers is that the central firms' lack the willingness to co-operate. Comparing 
the responses of the co-ops and private firms and their suppliers indicate that both firms 
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have exaggerated their firm-supplier and customer co-operation on their inbound and 
outbound and product'on activities in comparison to the opinion of their suppliers. 
Firm-customer linkages - the firms' point of view The co-ops firms revealed the 
weakest firm-private-customer co-operation. Their responses show that they have good 
firm-customer co-operation with Mother Dairy on major of the primary activities. The 
responses of the private firms also indicate that they co-operate well with their private 
customers only on major of the primary activities. According to the MNCs firms' co-
operation with their customers on major of primary activities is very strong. As it is the 
case with the firm-supplier linkages, all firms have very weak firm-customer cooperation 
on the activities related to after sales services. All the managers have mentioned the 
importance of co-operation and have not responded much about reasons for non co-
operation, however, MNCs have responded that some times, customer do not co-operate 
but it is not regular practice. However, all the mangers are agree with this fact that they 
do not have the policies of co-operation from view point of creating value for the firm, 
and also they expressed the need of it. Position of MNCs is at the top for the co-operation 
with their customer, may be due to their international exposure and best manpower 
available. Private firms are after MNCs, however, co-ops are lacking in co-operation with 
their private customers, but with Mothr Dairy they have exceptionally good relations. It 
may be due to the reason that both come under NDDB. 
Inter-firm linkages - customers' point of view The customers of all firms reported that 
they have moderate co-operation on the primary activities, working capital levels and 
operations. All the managers of customer firms have replied for the benfits of the co-
operation and they feel that there is the absence of well defined co-operative policy. What 
ever the co-operatior they have but the dimension of value creation for the firm is 
missing. 
Customer evaluation All firms are evaluated by their customers as efficient on their 
marketing approach, sales processing (except Nestle India), product quality, delivery of 
goods, and explanation to enquiries, and cash collection habits. No one has responded for 
the cost of the product for rating the supplier. Customer of the private firms replied that 
they rate their suppliers on sales processing, product quality, delivery of goods, 
impartiality with other buyers (only VRS Foods), and e>planation to enquiries (except 
Abstract 12 
VRS Foods), and knowledge about the customers (only Kwality Dairy), bilateral 
communication (except Kwality Dairy) and cash collection habit (other than Kwality 
Dairy). 
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Chapter 1 
Introduction 
1. A. Significance of Working Capital 
The most important thing in a business organization for its survival is good decision 
malcing. During the last decade, decision making in business organizations have 
improved a lot due to the some important theoretical developments in different functional 
areas of management - finance, marketing, operation, human resource etc. But, there is 
absence of uniformity in these developments in all functional areas as well as with in 
each area also. Same is the case with financial decision making of a business 
organization. It is also lagging in the uniformity of developments in all of its fields at 
both the levels of wirhin and between business organizations. Working capital is the 
important part of the financial needs of a business organization. Therefore working 
capital decision making is also a very important part of over all financial decision making 
of a business organizauon. But generally it have been relatively neglected in past in spite 
of the fact that a good proportion of the business failures is due the lacking of the 
business organization in proper working capital decision making. Therefore the interest 
of the research is the area of intra and inter-firm working capital management that 
generally includes short-term current assets (investments) and liabilities (financing) 
decisions of the firms. 
Need of the working capital is very obvious in the real world situation and no firm can 
compromise with its investment and financing. But in p.^ rfect world situation, in which 
there is no uncertainty, no transaction costs, no scheduling costs of production or 
constraints of technology and same unit costs of producing goods irrespective of the 
amount produced, it would not be necessary to hold the working capital assets and 
liabilities. Perfect world situation would also reflect same borrowing and lending interest 
rates and perfect competition in capital, labor and product markets with all available 
information. 
All these ideal assumption of perfect world situation neglects the need of holding any 
component of working capital. As the total sales is assumed for cash only there would be 
no need for maintaining cash component of working capital excepts for the initials 
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investments. Similarly there would be little need to maintain any inventory component of 
working capital in a perfect world situation. Only a limited amount of goods in process 
inventory would be required during production. But this mventory requirement for an 
ideal business is associated with the assumptions that demand is exactly predicted in 
advance, that suppliers comply with their due dates, production can be smoothed and 
orders executed directly without costs and delays. Another assumption is, of perfect 
world situation, that both customers and firm would make their payment in cash 
immediately and promptly neglects the need to maintain receivables and payables 
components of working capital. As the set of assumptions, of a perfect world, that neglect 
the need of any component of working capital, does not exist in real world situation, 
therefore, the problems of working capital very much exist. Working capital assets 
(investments) constitute a significant part of the firm's total assets. Financing of these 
working capital assets (investments) is implied to have benefits as well as costs. 
Working capital assets (Investments) and liabilities (Short-term financing) originate as a 
consequence of multiple business operations such as purchasing; producing and selling. 
These assets and liabilities can determine the costs and fiexibility with which the above 
multiple business operations are performed. Therefore the efficient management of 
working capital assets (investments) and liabilities (short-term debt) can be used as a tool 
to make the purchasing, producing and selling operations cheaper and more flexible. But 
this management of business operations with the help of working capital assets and 
liabilities is associated with benefits as well as costs as discussed earlier. Therefore, the 
relevance of working capital assets (investments) and liabilities (short-term debts) 
originates from these benefits and costs. So, with out any doubt, it can be said that 
efficient management of both items can help the success of firms in generating values. 
Business operations are, generally, result of inter-firm transactions. Therefore, the 
management of working capital assets (investments), liabilities (Short-term debt) and 
business operations (sales and purchase) internally within firms and the efficiency with 
which firms co-operate among themselves determine their end result. 
1. A.1 Development of Working Capital Management 
Working capital management started as a part of financial management for a firm or an 
industry. Development of working capital management passed through different stages. It 
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started as controlling of working capital items than to optimization of working capital 
items, and presently it is in the form of value measurement disregarding the above two 
objectives. 
At the stage of controlling the main objective of working capital management is that 
working capital is not misused or misappropriated for personal benefits the persons 
responsible for its management. Therefore, at this stage working capital management is 
achieved in the form of a systematic approach of controlling the incoming, outgoing and 
remaining balances of working capital items e.g. cash, receivables and inventories. At 
this stage of working capital management many control measures are developed to 
control the receipt, collection, issuance as well as increase or decrease of different 
Vvorking capital items. Some of the developed measures are for the receipt and collection 
of the cash, receipt and issuance of inventories as well as the increase of receivables 
through credit sales and decrease of receivables through cas'.i collection. 
In the controlling stage of working capital management mair concerning issue was the 
physical safety of working capital items. It further extended to the minimization of 
related costs and maximization of related incomes of working capital items in the 
optimization stage. So at this stage of working capital management issues of liquidity and 
profitability of firms are also considered along with the issues of physical safety of 
Vvorking capital items. To achieve the objectives particular models are developed to 
ensure that firms do not hold either insufficient or excess quantity of working capital 
items it will otherwise affect either liquidity or profitability respectively. Under the above 
two stages of controlling and optimization the amount of accounting profit is taken as a 
main measure of managerial efficiency. 
Now the stress of working capital management is on the creation and measurement of 
value for the firm. Therefore, this issue is concentrated in the value measurement stage 
of working capital management without disregarding the above two objectives of 
controlling and optimization. 
In this research two dimensions of working capital management are taken e.g. managing 
working capital internally and externally. But all the three approaches, controlling, 
optimization and value measurement, of working capital management are concentrated 
on the issue of manag.ng working capital internally. For the issue of managing working 
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capital externally it is argued that firm should manage working capital in co-operation 
with their backward linkages (suppliers) and forward linkage (customers). This two 
dimensional management of working capital can internally minimize the cost of the 
working capital assets (investments) and liabilities (She t-term debts) and externally 
minimize the costs of inter-firm transactional relations and thereby create more value. 
1. A.2 Managing Working Capital internally 
Managing working capital internally requires the management of levels of working 
capital assets (investment) and liabilities (Short-term debts) as well as operations of 
purchasing and sales. It is the first dimension of working capital management that has 
been taken for research. Management of working capital assets refers to the management 
of the investment in the cash, inventories and receivables. Management of working 
capital liabilities means to the management of the short-term financing tools e.g. trade 
credits and banks loans. These things are discussed in detail with the help of the 
following headings. 
Working capital benefits: 
Working capital is generally used to perform and manage the business operations -
purchasing, producing and selling, for a firm through the year. Different working capital 
items help differently in the management of the firm's business operations. 
Cash is the life blood of a business firm; it is needed to acquire supplies, resources, 
equipment and other assets used in generating the products and services provided by the 
firm. It is also needed to pay wages and salaries to workers and mangers, taxes to 
government, interest and principals to creditors and dividend to shareholders. Therefore, 
cash is used to keep the firm liquid so that it is able to pay the short term obligation when 
they are due for payment and, therefore, it protects the firm from bankruptcy (Moyer, 
Mt.cguigan and Kretlow, 1995)'. If a firm under invests in cash it may face the danger of 
being unable to pay back both short-term and long-term debts when they are due. More 
fundamentally cash is the medium of exchange which allows the management to carry on 
the various activities of the business firms from day to day. 
Similarly different types of inventories are used to satisfy di Terent purposes (Scherr, 
1989, Stevenson, 1993) .^ An inventory of raw material allows separation of production 
scheduling from purchasing process. In the absence of Raw material inventories, 
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purchases would have to be made continuously at the cost of production. Therefore, 
maintaining sufficient amount of raw material inventory is in interest of firm to achieve 
an effective cushion between purchases and production process (Ban Horim, 1987) . 
Another type of inventory is work in process, inventory of partially completed units, 
which allows the separation of different phases of production process by providing a 
cushion between them. Therefore, it helps in mak'ng production process smooth and 
efficient. The amount of work in process inventory is in part a function of the type of 
product, the measurement period, and the nature of production process. Finished goods 
are also maintained in the form of inventory that is called Jinished goods inventory. An 
inventory of finished goods allows separation of production from selling. With a stock of 
finished goods in hand a firm can satisfy customers demand immediately with out asking 
the customers to wait for the next lot of production. If a firm failed to supply products 
when demanded, it would loose its sales to its competitors. So firm can serve their 
customers on continuous basis and to meet their fluctuating demands by holding finished 
goods inventories. 
Receivables are also one of the working capital items under the category of working 
capital assets. Receivables refer to the assets that a firm has to receive in near future. 
They are designed to attract customers and to increase sales. Receivables are gaining their 
importance rapidly as the competition in the market is rising. 
So far benefits of working capital assets are discussed in the management of the business 
operation. But the investment made in working capital assets need to be arranged 
carefully by the firm in order to attain the discussed benefits. So as to solve the problems 
of financing investments in working capital assets, one can entertain the benefits of 
working capital liabilities (short-term debts). Investments in working capital assets can be 
financed by the short term debts, which include mainly trade credits and bank loans. 
Trade credit is the most important source of financing for business firms. Smaller firms in 
particular usually rely heavily on trade credit in older to finance their operations because 
they often are unable to obtain funds from banks or other lenders in the financial markets. 
Trade credit and bank loans are usually available at lower interest charges compared to 
long term loans (Moyer and Macguigan, 1995) and are usefiil to maintain the firm 
liquidity position. Receivables, inventory and accounts payable are manageable variables 
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and their management may have tremendous impact on cash flows, which in turn affect 
the profitability of the firms (Cote and Latham, 1999)^ 
Working capital cost: 
As discussed above, investments in working assets and financing of these investments 
with the help of short-term debts is almost necessary for the effective and efficient 
completion of the business operations and both of these working capital items have their 
own benefits. But the benefits of investments and financing do not come at free of cost. 
As it is decided to make an increase in the volume of working capital it has certainly to 
think about the associated cost of this increment. If funds accumulated in the working 
capital assets are increased the benefits as well as costs of the investments will also 
irxrease. But over investment in working capital assets - cash, inventory and receivables, 
ties up capital in unproductive assets and results in the opportunity cost of lost profits. 
For instance over investments in inventories result at loss due to physical deterioration 
and obsolescence of the inventory items. After discussing limitation of associated costs 
with the benefits of working capital assets come to the limitation of working capital 
liability (short-term debts) associated with its benefits. Limitation of short-term debts is 
less time given by the short-term creditors to pay back the loans. Therefore, it can be said 
that the trade-off between benefits and costs of holding the working capital assets 
(investments) and liabilities (short-term debts) should be evaluated and managed. 
Working capital benefits and costs trade-off: It is discussed earlier also that working 
capital items, assets and liabilities, arise as a result of business operations - purchasing, 
producing and selling, and also are manageable variables. Management can manipulate 
these business operations using workin? capital assets (investn.ents) and liabilities (short-
term Debts). How do manager deal with the matters of working capital investments and 
short-term liabilities is very significant for the assessment of the firm performance. The 
management of working capital has commotion with the trade-off between the benefits 
and costs of maintaining working capital items. 
Working capital volume: As discussed earlier, investment in working capital assets 
constitute a big portion of firm's investment in firm's total assets. According to Moyer, 
Macguigan and Kretlow, 1995 it amounts usually to 50% L. manufacturing industries and 
50% - 60% in retailing and whole sales. For agribusiness industry in India It varies very 
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close to 60%. Therefore, the importance of woricing capital can also be checked by its 
size. So by the proper management of working capital assets (investment) and liabilities 
(short-term debts) relatively large amount may be saved. So it realized the need of 
economizing on the working capital investment and short-term debts. 
Working capital management time: Generally working capital activities, that are caused 
by the business operations (materials purchase for production, production of finished 
goods, and sales of finished goods), take more time for their management and may even 
demand more time for the efficient and effective management of working capital items. 
Therefore, Escher (1989)^ suggested that in normal practice the management should 
spend much of their time in management of the activities directly or indirectly related to 
working capital assets (investment) and liabilities (short -term debts). 
1. A.3 Managing Working Capital Externally 
Managing working capital externally means the management of relations (co-operation) 
of firms with their forward linkages (Customers) and backward linkages (suppliers). It is 
the second dimension of working capital management that has been taken for this 
research. As not a single firm can survive in isolation, it has to make transactions with the 
other firms e.g. suppliers, customers. Every transaction between the two firms has costs 
which can only be minimized, for both, by mutual co-operation. It, therefore, originates 
need for development of an appropriate inter-firm managerial control pattern. With the 
help of it transaction costs for both the firms may decrease. It may cause to increase in 
value of the firm. These things are discussed in detail with the help of the following 
headings. 
The be.iefits of managing relations (co-operation) between inter-firm working capital 
operations: Every firm makes transactions of purchases and sales, with its suppliers and 
customers respectively. It develops a transactional relationship between the firm and its 
suppliers and customers. Mostly working capital balances (balances of working capital 
assets and liabilities) are affected by these transactions of purchases and sales. These 
transactions have costs. Two types of costs are associated with these transactions, one is 
of working capital balances and other originates from the inter-firm transactional 
relationship. Therefore, total cost of a transaction is aggregate of these two costs. Cost of 
working capital balances is subjected to control in internal management of working 
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capital. Here issue of discussion is tlie second component of transaction cost. The volume 
and spread of inter-firm transactional relationship cost depend upon the transacting 
characteristics existing between the transacting firms. P ggregate cost of transaction of a 
firm may increase if both the firms in transaction seek to maximize their own benefits 
without considering the effects of their actions on other transaction firm. But there are 
some costs, under the head of inter-firm relationship costs, which can be avoided if the 
two transacting parties co-ordinate their common operations (Williamson, 1985) . It can 
be achieved if firms can assess their transaction and decide on the appropriate inter-firm 
managerial control pattern. This environment of co-operation will possible reduces the 
aggregate costs of firms to a level below the sum total of costs of both firms without co-
operation. Therefore, this environment of co-operation (inter firm managerial control 
pattern) between transacting parties may result at a concomitant benefit of creating value 
to both firms by reducing inter-firm transactional relationship cost. 
A firm has value chains with its suppliers and customers. In managing these value chains 
inter-firm co-operation has become important as a result of specialization and 
globalization. By managing value chains through inter-firm co-operation, firms can 
achieve the benefits of reducing inter-firm transaction costs including those related to 
working capital. To achieve this benefit firm should design an appropriate inter-firm 
managerial control pattern. Number of inter-firm transactions will rapidly increase in 
numbers as the firms are specializing in few of their operations and leaving the rest to 
other firms. Inter-firm co-operation will also decrease cost of working capital balances 
with in the firm. Proper inter-firm co-operation decreases the need to hold extra balances 
of cash, receivables and inventories with in the firm. These extra balances of working 
capital items result costs to the firm. Another factor that generates the need of inter-firm 
co-operation is globalization of firms due to cost and market factors. When a firm goes 
global it is forced to depend on the co-operation of other firms, which are accustomed to 
the new environment in terms of business culture, social culture and regulatory 
requirements. This inter-firm co-operation creates value chairt (Porte, 1985)' which is 
inter-connected with value network (Rappaport, 1986)*. However, firms have to establish 
a workable inter-firm control patterns (Van Der Meer Kooistra and Vosselman, 2000)^ 
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1. A.4 Working capital management in the background of developing economies 
As research is related to working capital management of agribusiness firms in the 
manufacturing sector of India, there is a need to study the importance of working capital 
management and hov does it affect, in order to create value for the firms. In order to 
realize these objectives, it is necessary to discuss the conditions, in which firms operate in 
a developing economy, regarding resources (financial and human), technology, market, 
access to capital marlcet, infrastructure, etc. In developing economies firms have many 
problems, these may include small size (in term of volume of investment and sales), lack 
of resources (financial and human), low level of product and process technology, small 
product market, lack of access to capital, lack of physical infrastructure and institutional 
fi-ame work. Therefore, it is understood that importance of managing working capital is 
magnified when it refers to firms in developing economies. Problems of production 
capacity faced by firms due to their small size in developing economies, to satisfy the 
demand of their products makes inventory managemei-'^  more relevant. Firms in the 
developing economy also face the problem of lack of human and financial resources. 
Human resources include skilled labor and knowledgeable, experience and motivated 
management. This lack of managerial knowledge severally affects the management of 
working capital assets (investments) and liabilities (short-term debts) in firms of 
developing economies. Financial resources are also very limited for firms in developing 
economies. These firms have limited opportunities of availing financial market benefits. 
Even if financial market exists small firms have very less prospects to use financial 
market as source of finance by making public issues. Small firms have less excess to 
potential financiers due to absence of appropriate mechanism for relevant information. 
Small firms have even difficult access to banks for long-term loans. Banks believe loans 
to small firms as risky and expensive because it t?I;es more time for a relatively less 
benefits. So because of these reasons short-term debt management is even more 
important in developing that developed countries (Fishazion, Von Ejje and lotz, 2001)'°. 
Therefore, it can be concluded that in order to solve these problems in developing 
economies working capital management is particularly important. In the case of India, the 
firms make their major investment in working capital assets and they mostly use short-
term debts as a main financing source. Moreover, in the absence of long-term investment 
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and capital maricets, managers are, moreover, occupied with the short-term decisions 
affecting working capital. Therefore, it can be suggested thai working capital activities 
are dominating in order to create value for the firms in developing countries. 
Influence of government and cultural factor on working capital management: All 
firms in a country operate in the environment of rules and regulations developed by the 
government of that country. Government designs policies for the firms operation which 
may have an influence on every aspect of a firm's activity. Firms have to manage their 
activities in this environment of rules and guide lines. Government policies also consist 
of rules to decide the type of business operations, which have to be under government 
ownership or private. Therefore, a matter of fact that government policies affect firm's 
activities directly or indirectly. Another important factor that affects the implementation 
of working capital management techniques in a particular country is its cultural practices, 
believes and norms. According to Williamson (1985), cultural practices, believes and 
norms also determine practical management approaches. This is the reason, for which, if 
working capital management techniques developed by world famous researcher applied 
at another place may end up in failure. Therefore, study of working capital management 
need to be designed in such a way that it takes full consideration of the government 
regulations and culture 1 factors. 
1. B. Research problem, purpose and questions: 
Development of research problem: Research begins when a researcher's curiosity is 
stimulated and motivated to formulate a problem demanding an answer. The idea of this 
research originated from a small survey made as a part of MBA program at Aligarh 
Muslim University in summer 2001. The researcher made a survey asking managers in 
manufacturing sector firm in India in the close vicinity of Aligarh on the practical 
applicability of some well known financial management concepts especially for working 
capital management. The response was that working capital management is one of the 
least used concepts for practical managerial decision making. However, preliminary 
studies, available in the literature showed that many of the firms had inappropriate 
working capital management. This resulted in a number of problems, both internal and 
external that this research study uses as main research background. Internally: (a) the 
firms hold inappropriate levels of working capital - resulting in uncontrolled costs of 
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holding the worlcing capital items or in deficient working capital levels, (b) The firms 
inappropriately manage their purchases and sales activities and have a defective credit 
policy. Externally, the firms lack proper policies and practices of co-operation with their 
suppliers and customers. 
Purpose of research: In the discussion of research problem, problems faced by the firms 
in manufacturing sector due to inappropriate working capital management are discussed. 
The purpose of the research is to explain the reasons for these problems and look for the 
solutions to them. So as to realize objective, it is started by reviewing the pertinent 
literature available in the developed world and formulated a theoretical model for 
research work. This theoretical model is used as the basis to find out relevant issue of 
study, collect relevant data and analyze the findings. As research is related to developing 
country, therefore, it had to revise model to make it more relevant to a situation of a 
developing country like India. In reviewing theoretical model those issues that were 
considered relevant in theoretical model have been over emphasized while others, which 
were considered to be less relevant, were found to be c^ more importance in the India 
situation. As the complete picture of working capital management practices of 
manufacturing sector (agribusiness firms) is targeted in research, therefore, working 
capital management practices are looked from two dimensions - managing working 
capital internally and externally. Because looking internally in isolation with external 
environment, especially firm's a supplier and customers linkages could not give a 
complete picture and will be an incomplete solufion to the problem. 
As discussed earlier the objective of research is to look into and to perform a critical 
analyses of the selected agribusiness firms working capital management practices both 
internally and externally and then to suggest pertinent policy recommendations, helpful to 
improve firm value to both the firms and government. It is difficult to achieve the whole 
objective in one step. Therefore, objectives are sub-categorized into four steps procedure. 
First: Concepts of managing working capital management internally and externally are 
focused for study. With the help of this study a theoretical model is to be developed that 
can be used to study selected agribusiness firms (government owned or private firms) in 
the background of developing economy particularly in India. 
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Second: Relevant study of agribusiness industry and its management especially in the 
area of finance, as topic of research lies in this area. Third: How the selected agribusiness 
firms manage their working capital internally and externally, using theoretical model 
developed in second step? It helps to learn how these firms mange their working capital. 
Fourth: Make a comparative study of theoretical and practical findings and make an 
attempt to suggest practical and conceptual implications at both firms and government 
levels; furthermore also try to mention future research directions. 
Research Questions: In order to make jobs easy a framework of questions is designed 
which consists of a main research question and other sets of sub questions. These sets of 
questions are answered in order to accomplish the four steps of research. Focus of 
research is on looking at the management of working capital internally and externally in 
the background of a developing economy, especially taking the case of India. Therefore, 
main research question is formulated in these words: "In what way, selected agribusiness 
(dairy) firms (co-oprative, private and MNCs) in the manufacturing sector of India 
manage their working capital internally and externally in search of improving firm 
value." Four sub- questions are derived, one for each step of research, from this main 
research question. First research question is theoretical research question and is related 
to theories of working capital management internally and externally. Second research 
question is industry research question and is related to introduction of agribusiness 
industry and its management especially in the area of finance. Third research question is 
practical and is related to how actually selected firms manage their working capital. 
Finally fourth research question is comparative research question and is related to 
comparative study of theoretical and practical research questions. Answers of these 
research questions help in implementing the four step of research. 
Answer of theoretical research question would give the knowledge of theoretical 
concepts of managing working capital internally and externally as well as the concept of 
value creation. With this knowledge of concepts a theoretical model would be developed. 
This model can practically be used to study selected agribusiness firms in the developing 
economy background. Value creation is decided to use as theoretical benchmark. Need of 
a bench mark arise to observe whether working capital management in agribusiness firms 
is adequate or not. Answer of theoretical research question help to implement first step of 
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research. Answers of practical research question give the knowledge of how actually 
selected agribusiness firms manage their working capital internally and externally. This 
actual situation of selected agribusiness is measured with respect to the theoretical model 
developed in first step. By this way task of third step would be accomplished. Answer of 
comparative research question give the comparative view of theoretical model and 
practical finding for the working capital management practices both internally and 
externally for the sekcted agribusiness firms. It also includes the recommendations for 
the selected agribusiness firms. After discussing the answers of sub-questions -
theoretical, introductory, practical and comparative in brief and how they help in 
implementing four steps of research, it is discussed the formulation of sub-questions in 
words and also their distribution in chapters for their detailed discussion. 
1. Theoretical sub-questions: "Discuss in detail available theoretical approaches of 
managing working capital both internally and externally that can be used for improving 
firm's value." In order to answer theoretical research question rationally, correctly and 
easily, it is divided into three sub-questions. These are called theoretical sub-questions. 
These questions are formulated into words and distributed in chapters as follows. 
1(a) The first theoretical sub-question that research deals with is: "Discuss in detail 
available theoretical approaches of managing working capital internally that can be used 
to improve firm's value." So as to answer this theoretical sub-question it is required to 
discuss financial management models available in the literature which are of relevance to 
working capital management in developing countries like India. Chapter two is assigned 
for developing theoretical back ground that possibly be used to answer this theoretical 
sub-question. A firms deal internally with, levels of current assets (investments) and 
liabilities (financing) and also with the operations of purchasing (materials for 
productions) and selling (finished goods to consumers), in the context of working capital 
management. Therefore, working capital management internally is divided into the 
management of levels of current assets (investments) and liabilities (finances) as well as 
the management of pu -chasing and selling. 
1(b) the second theoretical sub-question that research deals with is: "Discuss in detail 
available theoretical approaches of managing working capital externally that can be used 
to improve firm's value." So as to answer this theoretical sub-question it is required to 
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discuss theoretical approaches of inter-firm co-operation and concept of value available 
in the literature which is of relevance to working capital management in developing 
countries like India. Chapter three is assigned to discuss the theories of firm value and 
inter-firm co-operation, which help in developing research model. 
A firm externally deals with others firms - suppliers and customers through the 
operations of purchasing (materials for production) and selling (finished goods to 
customers), in the context of working coital management. Therefore, discussion on 
working capital management externally is divided into the mzmagement of value chain 
and management of transaction costs. 
1(c) The third theoretical sub-question that the research deals with is: "Discuss the 
suitable theoretical model and research methodology that can be used to realize answers 
to research questions." In order to answer this theoretical sub-question it is needed to 
combine the theoretical approaches of managing working capital internally and 
externally, that are discussed in chapter two and three respectively into a theoretical 
Model. Therefore, the information that collected in chapter two and three is retrieved and 
analyzed to develop tie appropriate theoretical model. The research methodology is also 
presented in order to design data collection and analyses. Chapter four is assigned for 
designing suitable model and research methodology. In theoretical research question, 
discussion was on the available theoretical approaches of managing working capital both 
internally and externally as well as developed theoretical Model and research 
methodology with the help of these approaches that can be used to answer main research 
question. Now, interest is to know how particularly selected agribusiness (dairy) firms 
(co-oprative, private and MNCs) manage their working c^nital internally and externally. 
Therefore, practical research question is designed to realize the interests. 
2. The industry research question: As the research is focused on agribusiness industry 
for food processing sector and particularly to dairy segment, so it is required to introduce 
the industry, sector and segment for their existence and spread in India. Therefore, each 
sample firm is introduced in detail. Main firms, Haryana Co-op, Mother Dairy and Heinz 
India Ltd is introduced in chapter five, six, and seven respectively. Group firms are 
discussed in chapter four. 
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3. The practical research question: "In what way selected agiibuslness (dairy) firms (co-
oprative, private and MNCs) in the manufacturing sector of India manage their working 
capital internally and externally." 
As research is related to a developing country- India, therefore, it is necessary to know 
whether the working capital management models, found in the literature, are of relevance 
to the financial management in developing countries. Because most of the collected 
literature relates to the developed world, therefore, concentration would be on those 
issues that help to understand how the selected agribusiness firms in manufacturing sector 
of India manage working capital levels and operations internally and externally. One 
can't find the complete, relevant and satisfactory answer by addressing only one practical 
research question. Therefore, practical sub-question is segregated this into four sub-
questions. 
3(a) the first practical sub-question that the research deals with is: "In what way selected 
co-operative owned agribusiness (dairy) firms in the manufacturing sector of India mange 
their working capital internally and externally." In order to answer this practical sub-
question it is needed to discuss, overall working capital management issues, management 
of working capital operations (purchase and sell) and levels (assets and liabilities) 
internally and managing working capital externally that include management of value 
chain and transaction costs. Chapter five is assigned for discussing these issues in detail. 
Relevant data is collected and analyzed for selec'.ed firms (Pradeshik Co-op Dairy 
Federation Ltd., Punjab State Cooperative Milk Producers' Federation Ltd, Haryana dairy 
development coop. Fed. Ltd) to deal with the issues of over all working capital 
management and working capital management - internally and externally. 
3(b) the second practical sub-question that the research deals with is: "In what way 
selected private agribusiness (dairy) firms in the manufacturing sector in India manage 
their working capital internally and externally." In order to answer this practical sub-
question, proceeding is in the same way as was in the case of co-operative owned firms. 
Chapter six is assigned for discussing the issues of overall working capital management, 
management of working capital operations (purchasing and selling) and levels (assets and 
liabilities) internally and management of working capital externally that include the 
management of value chain and transaction costs. Relevant data is collected and analyzed 
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for selected firms (Mother Dairy Fruit &. Vegetable Pvt. Ltd., Kwality Dairy (India) Ltd., 
V R S Foods Ltd) to deal with the above issues. 
3(c) The third practical sub-question that the research deals with is: "In what way 
selected MNCs agribusiness (dairy) firms in the manufacturing sector in India manage 
their working capital internally and externally." In order to answer this practical sub-
question, proceeding is done in the same way as was in the case of co-operative and 
privately owned firms. Chapter seven is assigned for discussing the issues of overall 
working capital management, management of working capital operations (purchasing and 
selling) and levels (assets and liabilities) internally and management of working capital 
externally that include the management of value chain and transaction costs. Relevant 
data is collected and analyzed for selected firms (Heinz India Ltd, Nestle India Ltd, and 
Cadbury India Ltd) to deal with the above issues. 
3(d) The fourth practical sub-question that the research deals with is: "Comparatively in 
what ways co-operative, private and MNCs selected agribusiness firms in the 
manufacturing sector of India manage their working capital internally and externally." 
Chapter eight is assigned to cover these issues of comparative description of the firms 
overall working capital management, firms' management of working capital levels and 
operations internally and management of working capital levels and operations 
externally. 
Now, conclusions have to be maid for selected agribusiness firms regarding their working 
capital management. Also, suggestions would be made at, firm and government level as 
well as future research direction. Therefore, to realize the above interests a conclusive 
research question is designed. 
4. The Conclusive research question: "Discuss in detail the conclusions and future 
research implications of the research." In order to draw conclusions, need is to asses the 
facts that can be derived from the theoretical background and practical experience of 
selected agribusiness firms in India. Assessments would be making in the form of 
summaries, conclusions, evaluations and implications of the study. It would also include 
insights and recommendations at both the firm and government levels as well as 
limitations of study and future research directions. So as to make overall assessment easy 
and accurate conclusion research question is divided into two sub questions. 
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4(a) the first conclusive research question that research deals with is: "discuss in detail 
conclusions that can be drawn from the study of working capital management 
experiences of the selected agribusiness firms in the manufacturing sector of India." 
In order to answer this conclusive sub-question clearly, it is started by summarizing the 
discussion made with reference to the theoretical and practical sub-questions. Theoretical 
concepts are summarized that were used with reference to managing working capital 
internally, externally, as well as the theoretical model and research methodology with 
reference to the research. Empirical finding of the firms' management of working capital 
level and operations- internally and externally is also sumn.arized. 
4(b) the second conclusive sub-question that the research deals with is; "Discuss in detail 
the theoretical and policy implications as well as limitations and future research direction 
that can be drawn from the research." In order to answer this conclusive sub-question 
discussion is completed on the theoretical implications and practical implications as well 
as limitations and future research directions. Chapter nine is assigned to cover summaries 
of all the above issues of both the sub-questions. 
1. C. The research methodology 
According to Bouma G.D., Atkinson G.B.J. (1995)", research is a process - series of 
connected activities moving from a beginning to an end. They suggest an outline of three 
stages in the research process. At the first stage researcher is required to elucidate the 
issues that has to be addressed in the research and select a research method. Further more, 
in this stage, researcher needs to choose, to narrow and to formulate the problem to be 
studied. Finally, in this stage, research design would be selected, measures for variables 
would be worked out, and the samples or the units of analyses would be selected. This is 
what is aimed to achieve in this section of research methodology. 
In order to select proper research methodology, it is required to first discuss the 
characteristics of the main research question and objectives. The question of the research 
is: "In what way, selected agribusiness (dairy) firms (co-operative, private or MNC) in 
the manufacturing sector of India manage their working capital -internally and externally 
in search of improving firm value." Nature of the research question is how-why. The 
interest is to know how the selected agribusiness firms manage their working capital in 
order to improve firm value. On the other hand there is hardly any control on working 
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capital management techniques that the firms use. Therefore the control over the research 
is noiie or very insignificant. The focus of research is on finding contemporary working 
capital management, relevant to the Indian firms. Now with these characteristics of the 
research question refer to Yin (1994)'^. He argues that a case study methodology is a 
favored research approach where: the research question to be addressed is a type of how-
why, control of the researcher over the research is none or very insignificant and the focus 
is on a contemporary phenomenon within a real life context. Owing to these distinguished 
characteristics the case research method correctly suits to the question and objectives of 
this research. 
According to Sekaran (1992)'\ case research study may be exploratory, descriptive, 
hypothesis testing or explanatory in nature. New areas of organizational research are 
explored, in exploratory case study, by making a complete investigation. When 
researcher lacks in krowledge about the situation in hand, or when he has no information 
on how similar problems or research issues have been solved in the past, explanatory case 
study is used. In it extensive preliminary work is done so as to get acquaintance with the 
phenomenon and to understand what is happening, before a model is developed. One can 
use it for advancing knowledge through good theory building and also for having a good 
grasp of the phenomenon of interest (Sekaran, 1992). Another type of case research study 
is descriptive case study. It involves describing certain characteristics of the phenomenon 
that the researcher is interested in. It is useful for ascertainment and description of 
characteristics of the variables in the situation. One more type of case study is 
explanatory case study. It is used to explain why the variables under study behave in a 
certain way. Hypothesis testing is also a type of case study. It explains the nature of 
certain relationships or to establish the differences among groups. 
This research basically focuses both the descriptive and explanatory case study. In this 
research literature review is made so as to search for available theoretical approaches for 
working capital management - internally and externally. After that, description is on 
what working capital approaches - internally and externally co-operative, private and 
MNC firms use. Finally it has to compare and explain how the theoretical expectations 
and practical findings differ and forward possible recommendations on how co-operative, 
private and MNC firms can use working capital approaches - internally and externally in 
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search of improving firms value. Internally, study relates to the value creating 
characteristics of working capital. Externally, business to business co-operation is 
assessed. As a back ground, there is also use of some management theories e.g. working 
capital techniques (Scherr, F. C, (1989), Van Home J. C, (1998)'^ value chain (Porter 
M. E. (1985), value network Rappaport A., (1986), and buyer-supplier linkages 
management (Shank J. K. and Govindarajan V. 0993)'^, in a business to business co-
operation. It is based on the idea that, efficient working capital management of a firm's 
intra and inter-firm value chain linkages (Heck E., Zuurbier P., (1989)'^, can reduce 
transaction costs (Williamson O. E., (1985), generate more income and create firm value. 
Conventionally, it is supposed that, by managing only internal affairs of a business, 
management of a firm can attain the objectives of working capital management. 
Therefore the rewards for the firms' managers were based on how well they manage their 
internal affairs. But, in the modem period of globalization, managers can't concentrate 
only on the efficiency of their internal operations for proper working capital 
management. They also have to consider on an important element of working capital 
management that is management of external linkages (Shank J. K. and Govindarajan V. 
(1993) with the suppliers and customers. It can help the firm differently in the race for 
business success. Therefore, it can be said that management in general and that of 
working capital in particular, has become a two-edged sword - internal and external. 
Internally, there is a use of various working capital approaches to maximize the benefits 
and reduce the costs of working capital. Externally, management of the firm's supplier-
customer linkages such that the business to business cooperation results in synergy 
effects on firm value. This is achieved by reducing inter-firm transaction costs and 
creates firm value in a win-win condition (Rubin R. E., Alvarez A., (1998)'^. 
Data collection: "Case research" methodology is finalized as a research methodology for 
this research as discussed above. It has the advantage as stated by Yin. R.K. (1993 p. 
32) that it facilitates the use of different sources of evidences converging on the same 
issues. Different sources of evidences for case studies may be, as stated by Yin (1994b, 
p.78) , documentary information, direct observation, physical artifacts, interviews, and 
archival records. Questionnaire is also added as another alternative mechanism of data 
collection by Sekaran (1992). 
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Documentary information - This source of data collection includes letters, memoranda 
and other internal documents, studies of a similar case, articles and information appearing 
in the mass media. Direct observation - This source of data collection for case study 
refers to collecting data where researcher makes a study on the case by direct physical 
observations of the subjects of the case. Physical artifacts - It is associated with the 
collection of a technological device, a tool or instrument, a work of art, or some other 
physical evidences in respect of data collection mechanism. Interviews - In interviews 
questions are asked to key respondents. Theses questions may be planned and sequenced 
or unplanned. Depending upon the nature of questions interviews may be structured or 
unstructured and can be conducted either face to face or by telephone (Sekaran. 1992). In 
case of structured interviews researcher has a predetermined list of questions and refers to 
this list while conducting interviews. Researcher conduct structured interview when he 
knows what information is needed. Structured interviews may be of open- ended type or 
focused type. In open ended interview respondent is asked for his opinion about event. In 
a focused interview the researcher follows a certain sets of questions derived from the 
theoretical Model of the case study. In the case of unstructured interview respondent is 
not asked with planned sequence of questions by researcher. It is used to develop a 
theoretical Model for variables that need further in-depth investigation. A questionnaire, 
according to Sekan, is a pre-formulated written set of questions with defined alternative 
answers. Respondents are asked to record their answers to these questions by marking a 
tick (V) to the most suitable alternative answer. It can suitably be used £is data collecting 
instrument when the researcher knows what is required and how to measure the variables 
of interest and it can be administered personally or mailed to the respondents. Archival 
records - It include financial statements, customer and suppliers service records, 
organizational records etc. It, as a source of data collection, has advantage of providing 
stable data, exact information and broad coverage. Out of the discussed sources of data 
collection for case study, archival records, interviews and questionnaires are selected to 
be used, because of their relevance to the research. Focused and open-ended interviews 
are conducted with the respondents (managers of firms, their suppliers and customers). 
Interviews would enable to target directly at the case study topic and to perceive casual 
inferences. Questionnaires are also to be personally administered and collected from the 
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firms' managers. As archival records, the audited (as much as it is possible) financial 
statements of the firms for ten years (1998 to 2007) are collected and are used in this 
research. Taking audited financial data of ten consecutive years has the advantage of 
retrievability, unbias(;d selectivity (by both researcher and provider) and accessibility. 
1. D. The Organization of the thesis 
This research thesis contains five parts sub-divided into ten chapters. Part I contains 
chapter 1 and introduces the research work. Part II contains chapters 2-3 where 
discussion is on the literature review on the internal and external working capital 
management. Part III contains chapter 4 where discussion ii; on research approach and 
development of theoretical Model. Part IV incorporates chapters 5 to 8 in which 
empirical data is analyzed in the view of the literature reviewed and theoretical Model 
developed. Part V includes chapter 9 and chapter 10 which conclude the research and 
forwards future research implications. 
Chapter 1 described the significance of the research, the research problem, the research 
objective, the research questions and the research approach. 
Chapter 2 deals with the literature review of managing working capital internally. It 
divides working capital management in to managing levels (assets and liabilities) and 
operations (purchasing and selling). It introduces the general view of working capital 
management and short-term debts and deals with more detailed techniques of managing 
working capital levels (assets and liabilities) and operations (purchasing and selling). 
Chapter 3 deals with the literature review of managing working capital externally and the 
concept of value management. Specifically, Rappaport's (1986) theory of value network, 
Porter's (1985) value chain, Shank's and Govindarajan's (1993) value chain linkages and 
Williamson's (1985) theory of transaction cost economics are discussed. Finally, the 
chapter ends with a discussion relating working capital management to the theories of 
value management. 
Chapter 4 deals with the issues of empirical data measurement and analysis. It contains 
the research approach followed, the research model developed and the design of the 
information retrieval. 
Chapter 5 starts the empirical data analysis. It deals with the working capital 
management analysis of co-operative owned dairy firms. 
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Chapter 6 continues tiie empirical data analysis by emphasizing on the internal and 
external management of working capital levels and operations of private owned dairy 
firms. 
Chapter 7 deals with the empirical data analysis by emphasizing on the internal and 
external management of working capital levels and operations of MNC dairy firms. 
Chapter 8 includes a cross-sectional and comparative data analysis of the empirical study 
incorporated in chapters 5, 6, and 7. It compares working capital management in the co-
operative, private and MNC firms. 
Chapter 9 It present the comparison between the expectations of the theoretical research 
Model and the practical findings, conclusions and implications of the study. It covers the 
evaluation of the the jretical background and practical findings on the working capital 
management internally and externally as well as general issues taking the Indian context. 
It also highlights the conceptual and practical implications as well as limitations and 
future research direction of the study. 
Chapter 10 winds up the thesis by discussing the summarized finding on the empirical 
data analysis. 
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Chapter 2 
Managing Working Capital Internally 
"While long-term decisions, involving plant and equipment or market strategy, may 
well determine the eventual success of the firm, short-term decisions on working 
capital determine whether the firm gets to the long term" (Block & Hirt, 1992, P. 1) 
Previous chapter introduced research by discussing significance and historical 
development of working capital management and the two dimensions of working capital 
management approach - internally and externally as well as research problem, purpose 
and questions. After that discussion was on four steps to be followed to complete the 
research. A frame work of questions was prepared with one main question and four 
groups of sub questions namely: theoretical sub questions, practical sub-questions, 
introductory and conclusive sub-questions, to be answered in order to follow the four 
steps of research easily. Chapters were also assi^ n^ed to each sub question, in order to 
answer it in detail. Therefore, chapter two is assigned to answer the first theoretical sub-
question. Aim of this chapter is to search an answer for the first theoretical sub-question. 
As stated earlier first theoretical sub-question that this research deals with is: "Discuss in 
detail available theoretical approaches of managing working capital internally that can be 
used to improve firm's value." Discussion is distributed for chapter two as - general 
introduction and back ground of working capital management is presented in section 2.A, 
discussion on working capital management in terms of its assets (investments) is covered 
in section 2.B, discussion of working capital management in terms its liabilities 
(financing) is covered in section 2.C as well as operations of purchasing in section 2.D 
and operation of sales in section 2.E. Finally discussion is concluded on chapter 2 in 
section 2.F. 
2. A. Introduction of working capital management: 
In order to establish a business firm, first thing to identify is the assets that would be 
needed to run the business. These assets may be fixed or current. Then there is need of 
making estimates of levels of these assets at particular point of time. These estimates are 
then financed by debt and/or owner equity, the supply of which is limited. Management 
of these investments and related financing with, current debt, long term debt, owner's 
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equity or retained earnings, is covered by the principals of financial management. 
Therefore, financial management covers the management of investment in total assets 
(fixed or current) and all sources of finance required for these investments. Working 
capital is defined as the investment made by the firm in current assets and the financial 
management approach that is used to manage the investi.ient in current assets is called as 
working capital management. Here, working capital management, is defined as a process 
of planning and controlling the levels of investments in current assets and their financing 
(liabilities) as well as related operations (that affect the balances of working capital 
items) of purchasing and selling. In other words, it can be defined as: working capital 
management requires making a decision by the management on the levels of current 
assets the firm will hold any point of time and on how these current assets are to be 
financed. 
Therefore, this research classifieds managing working capital internally into the 
management of levels (investments in current assets and current liabilities) and 
management of operations (that affect the balances of current assets and liabilities). 
Current assets that are also called working capital assets may include cash, inventories, 
account receivables, etc. Similarly liabilities that are also called short-term financing 
instruments may include trade credit, bank loans, accruals, etc. Operations that affect the 
balances of working capital items may include activities related to purchase of materials 
and the sales of finished goods. One important thing that to be noted, here, is that in this 
research managing working capital internally refers only to the levels and operations 
which are directly connected with the firms external linkages (that its suppliers and 
customers). It therefore, makes it clear that this research do not refer to internal 
operations such production operations and other internally performed administrative 
activities. 
Working capital cycle. In order to make it clear that managing working capital internally 
is closely related to the management of levels and operations as have been taken it as a 
principal for this research, working capital cycle is introduced. Let it start by saying that 
working capital investment is mostly a result of purchase and sales operations. Working 
capital cycle (as shown in figure 2.A) is started with the financing (for the purchase of 
materials), proceeds to operations (purchases, production and jales) and ends -up at 
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investment (in cash, inventories and receivables). Now, try to explain functions of 
managing working capital internally in the context of this research using working capital 
cycle, which consists of financing, operations and investments. It starts with the financing 
of cash by internal and external sources. Internal sources may include retained earning 
and collections from operations. External sources may include owner and other suppliers 
(creditors) of capital. Cash, collected from both the sources, is used to finance the 
purchase of materials. These operations of purch'.se for cash payment result in the 
investment of materials inventory that is used in the production process. Production 
process converts investments in materials inventory into the investments of finished 
goods inventory. Finally finished goods inventory is sold either for cash or credit. So, 
sales operations result either, investment in cash or, in receivables, which is eventually 
turned into cash. Cash generated is used to settle the liabilities (short-term debts) that 
may include trade payables, bank loans and unpaid government tax. Working capital 
cycle ends by making all or part of the remaining cash to the suppliers of capital in the 
form of dividends or retained in the firm. Because the ultimate aim of a firm is to 
generate the cash value for the owners (Rappaport, 1985)'. 
Internal 
Externa 
1, > 
• * - * ' Purchases ' 
1 i Production 
1 ' 
Sales ' 
1 ' 
/ 
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Finished 
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1 ' 
C ash 
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Another important thing that needs to be discussed in this context is, according to Moyer, 
Mcguigan and Kretlow, (1998)^ a firm's operating cycle determines a firm's working 
capital investment and its financing needs. This operating cycle consists of three primary 
activities that are, purchasing resources from suppliers, producing the product internally, 
and selling the product to customers. According to Scherr, (1989)^ purchase and sales 
operations of operating cycle create cash inflows and out flows, which are both 
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unsynchronized and uncertain. They are unsynchronized because cash distributions (like 
payments for resource purchase) usually take place before cash receipts (for instance 
collection of receivables). They are uncertain because future sales and costs which 
generate cash receipts and distributions respectively can not be forecasted with complete 
accuracy. Therefore, it can be concluded that working capital management plays a key 
role in the management of these unsynchronized and uncertain cash flows from 
operations of purchase of materials and sales of goods, besides managing the flow of 
materials and goods. After giving short introduction to working capital management with 
respect to this research now consider levels of investments and financing and then the 
operations of purchasing and selling. 
Finally, because the ultimate objective of a firm is the creation of cash value to the 
owners (Rappaport) all or part of this cash is paid to the suppliers of capital in the form of 
dividends or retained in the firm. This makes the end of a cycle and the start of another. 
2. B. Management of investments in working capital levels 
Starting of the discussion, on the issue of management of investments in working capital 
assets, is by discussing some general consideration for working capital management 
(liquidity, profitability and their trade-off) in order to make discussion on the concerned 
issue more relevant, easy to understand for reader and also to develop a strong foundation 
for research. General considerations are covered in section (2.B.1). Onward discussion is 
continued on main issues of managing investments in working capital assets in section 
(2.B.2). Discussion on managing investments in working capital liabilities (financing) 
would be covered in section (2.B.3). 
2. B.l General considerations 
The components of working capital investments (assets and liabilities) are categorized in 
terms of liquidity anci stability of balances. 
Liquidity: Liquidity of a firm can be defined in different ways, as here discussion is 
related to working capital assets and liabilities; therefore, it is defined as: the ability of a 
firm to pay its short-term obligations (liabilities), due with in a year, by converting its 
current assets into cash during normal course of business operations. Short-term 
obligations or current liabilities may include credit falling due within a year, and includes 
accounts payable, accruals, tax payable, dividend payable, short-term loans and long-term 
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loans maturing within a year. Current assets may include cash, marketable securities, 
accounts receivable, and inventories. Now each component of current liabilities and 
assets may have its categorization as well as components. Cash is the most liquid current 
asset. It can be used, by the management, very easily to carry out different functions of a 
firm. It is also most important as generally liquidity is represented in term of it. 
Therefore, a firm is always in need of sufficient level of cash for its survival. Cash 
consists of coins currency, bank deposits and negotiable instruments such money orders, 
checks and bank drafts. Another component of current assets that is close to cash in terms 
of liquidity is marketable securities. Marketable securities consist of short-term 
investment that a firm makes with its idle cash in the securities of some other firms that 
can be sold quickly and converted into cash when needed. A firm generally makes some 
investments in other firms of this type so as to keep itself sound from the liquidity point 
of view. Marketable securities provide the firm with interest income till they are not sold 
for cash. Accounts receivable are also component of current assets. It may include trade 
credit and/or consumer credit. When a firm sells goods or services to another firm with an 
agreement that cash will be paid in some future period, it is a trade credit. If the firm sells 
goods or services to final consumers, it is consumer credit. All consumer credits make up 
the remainder of accounts receivable. Inventories are defined as stocks of materials and 
goods in different stages. It consists of raw materials, work-in-process, and finished 
goods. Raw materials are inventories waiting to get into the production process, work-in-
process inventories are materials in various stages of production and finished goods 
inventory are goods whose production process is completed and ready for sale. 
Stability of balances of working capital investments: Here issue to be discussed is that 
what happen to the stability of balances of working capital investments (assets and 
liabilities) when ever there is change in sales volume and production capacity. Current 
assets can be divided into permanent and fluctuating current assets when studying 
stability of their balances with respect to change in sales volume and production capacity. 
Permanent current assets play their role to fulfill long-term minimum needs of investment 
in current assets. They consist of safety stock of cash and inventories. The balances of 
permanent current assets remain constant with respect to changes in sales volume and 
production capacity, as well as these balances are constant for a long period of time and 
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is therefore comparable with the firms fixed assets because investment in permanent 
current assets remai i within the firm. One of the main differences between the permanent 
current assets and fixed asset as identified by Van Home and Wachowicz (1998) is that 
permanent current assets constantly changes in physical terms, while fixed assets do not. 
On the other hand fluctuating current assets vary with a change in sales volume or 
production capacity. It may include raw material, salaries and advertising and distribution 
expenses. 
Liquidity Management: In this research, working capital management is taken as the 
management of levels of investments in current assets &i ^ financing (liabilities). If the 
levels of investments in current assets and financing (liabilities) are not managed properly 
for a firm, their excess and shortage may cause different type of costs to it. Firms while 
operating have two important goals of liquidity and profitability, as indicated by Moyer, 
Macguigan and Kretlow, (1998). Goal of liquidity is related to maintaining the sufficient 
levels of current assets and liabilities and goal of profitability is related to the best 
utilization of current assets and liabilities by the firms. Therefore, it will not wrong if said 
that liquidity and profitability are the two objective of working capital management. 
These goals of liquidity and profitability of firms can be achieved effectively by proper 
management of levels of investments in current assets and financing (liabilities). 
Profitability of a firms operation can be increased by managing the costs of excess and 
shortage of working capital levels of investments in current assets and financing 
(liabilities). Therefore, it can be concluded that firms have to determine the individual 
and joint impact of levels of short-term investments and financing on the dual objective 
of working capital management. But these objectives of liquidity and profitability are 
opposite to each other. For instance, if one decision tends to maximize profitability does 
not tend to maximize the chances of adequate liquidity. Conversely, if one decision 
focuses entirely on liquidity will tend to reduce the potential profitability of the firm. As 
discussed earlier, liquidity is defined as the ability of firm to pay its short-term 
obligations when they become due. Maintaining high liquidity will cause to large amount 
of unproductive current assets that will severely affect the profitability. In case of low 
liquidity, firms can remain liquid by either selling assets or borrowing. When, liquidity is 
maintained by selling assets, convertibility of assets into cash matters. As stated by van 
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Home, (1986): liquidity has two dimension for assets, other than cash, that are time 
required to convert the assets into cash, and the degree of certainty to convert the assets 
into cash without loss. If firms maintain liquidity through borrowing, they have to make a 
trade-off between interest costs paid to creditors and the income earned from the 
investment in the assets financed from the borrowing. Therefore from this discussion, 
conclusion is that and is also stated by Yeager and Seitz (1989) ,^ that both too much and 
too little liquidity have costs. In order to discuss these costs in detail, they are classified 
as cost of liquidity for keeping too much liquid assets and costs of bankruptcy for 
keeping too little liquid assets. 
Cost of liquidity and bankruptcy: First, try to understand what a liquidity cost is and 
how it is defined. So as to make it more clear, let it divided it into two parts such as cost 
of excess liquidity and costs of too little liquidity. With the help of Yeager and Seitz 
statements, it is easy to define these costs clearly. According to them cost of excess 
liquidity is equal to the sum of costs of the interest on credits and loans to finance 
investment in liquid assts and opportunity costs and profit loss due to investing in less 
profitable current assets. Similarly they have defined cost of too little liquidity in these 
words: costs of too little liquidity is equal to the sum of the costs of additional borrowing 
needed as well as the loss experienced when assets have tc be sold too quickly and the 
cost of the damage done by a failure to meet payment demands which may end up in 
bankruptcy. Therefore, one can define costs of bankruptcy as costs of too little liquidity. 
With this short discussion liquidity costs, observation is that if a firm does not maintain 
sufficient level of working capital, it will naturally be forced to go bankrupt on technical 
grounds that may lead to the liquidation of firm's assets. If the liquidation of the firm's 
assets takes place the primary claimants of the firm are its creditors and investors of the 
firm's capital have residual claim on the assets. Now, let make some efforts to understand 
different types of bankruptcy costs. In this case, according to the statement of Van Home, 
when eventual liquidation and realization of cash takes place; it has two types of 
bankruptcy costs such as out of pocket cost and interest costs. The direct or out of pocket 
cost are associated with the technical procedures of liquidating the non cash assets and 
distributing it to the claimants. These costs may include the time that is invested in 
dealing with the creditors of the bankrupt firm, legal expenses, court costs and advisory 
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fees. On the other hand cost of bankruptcy may include costs of compensating creditors' 
ex-ante. Some time a default premium on the interest rate is charged by the creditors, 
which reflects the probability of the firm's bankruptcy. Grinblatt and Sheridan (1998)* 
added one more dinension to the severity of the bankruptcy cost by introducing a third 
type of cost - indirect costs of bankruptcy. This cost is created due to a firm becoming 
financially distressed and close to bankruptcy but which may never go bankrupt. It may 
include the losses due to the fact that the firm may be unable to get or give credit when 
demand for its products decreases. Therefore, it is obvious trom the above discussion that 
if liquidity increases bankruptcy costs will decrease. But, it is also fact that investment in 
liquid assets also cause to the cost of financing. Therefore, easy conclusion is that there is 
trade-off between the benefits associated with liquidity and the costs of maintaining 
liquidity. But this trade-off can be effectively optimized for fruitful results by the 
management using investment and financing policy decisions. 
Profitability - liquidity risk trade-off for working capital management: Before starting 
discussion on profitability - liquidity risk trade-off with respect to working capital 
management, let remind previous discussion that from the point of view of working 
capital management, firms have dual objectives, that is, maximize profitability and 
minimize liquidity risk. Here, two things have highlighted profitability and liquidity risk. 
So, firstly these terms should define in respect of this research in order to make tlie things 
more clear. In defining risk, according to Walker (1980)' statement liquidity risk is 
defined as the combination of three components. Those are (a) risk of not maintaining 
adequate liquidity, (b) risk of having too much or too little inventory to maintain 
production and sales and (c) the risk of not granting adequate credits to support the 
proper levels of sales. Therefore, liquidity is associated with ensuring that the firm is able 
to fulfill all its financial obligations and with adequate funding to carry on its long-term 
activities of the firm. Profitability on the other hand has to do with the over all objective 
of owner wealth maximization. Now with this short discussion on liquidity and 
profitability an important conclusion can be drawn for research that liquidity goal of a 
firm is closely related to the working capital management while profitability goal reflects 
both short-term and long-term decision making. As, it had been made clear earlier also 
that these two goals of working capital management are contrary to each other, therefore. 
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one will tend to be a trade-off of the other. So it is safe to say that decisions that tend to 
maximize profitability tend not to maximize the chance of adequate liquidity and vice 
versa. But at the same time it is also very safe to say that the way in which working 
capital is managed can have a noteworthy impact on both the profitability and liquidity 
goals of the firm. 
Keeping discussion continue on liquidity and profitability trade-off, let take tlie help of 
the statement of Moyer Macgulgan and Kretlow in support of research. According to 
them a firm has an optimum level of working capital investment that varies as a function 
of changes in output and sales and firm should maintain this level of working capital. 
They also identify a certain level of working capital, for a given level of output or sales, 
which results in the highest profit. Besides the level of output or sales, variability of cash 
flow, degree of financial leverage and the degree of operating leverage may be the other 
factors affecting the optimality of working capital. The argument for the trade-off 
between liquidity and profitability is that short-term investment in current assets and 
financing through liabilities have opposing affect of liquidity and profitability. Objectives 
of liquidity can easily be achieved by investing in current assets, but this investment in 
current assets does generate as much profit as investment in fixed asset. Objectives of 
profitability can be supported by financing through current liabilities as it is cheaper, but 
it risky also because it gives less time to pay. 
In order to search for some other aspect of liquidity and profitability trade-off, let take the 
help of the statements of Van Home and Wachowicz. Van Home and Wachowicz stated 
that, in order to minimize liquidity and maximize profitability, management can have 
differing risk attitudes by comparing the level of current assets against volume of sales or 
production. Therefore, management can design different working capital policies for the 
given volume of output or production. These policies may include conservative, moderate 
and aggressive policies. If the firm has high level of current assets for a given volume of 
output or sales, it is a conservative working capital management policy. By adopting this 
policy management prepares the firm for all possible liquidity needs and gives the lowest 
liquidity risk position. But, for this level of current assets profitability will obviously be 
low. If the firm has the lowest current assets level for a given level of volume of sales or 
output, it is an aggressive policy. By adopting this policy management exposes the firm 
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to any conceivable liquidity risk and, therefore, gives highest liquidity risk position. But, 
it is supposed to be the most profitable working capital management policy. Moderate 
working capital policy is, of course in between these two extremes. From above 
discussion it is clear that if other things remain the same, decreasing the levels of current 
assets held will increase potential profit. But an important thing that should be taken care 
of, while deciding about liquidity and profitability trade-off, is that profit increases only 
if the investment in current assets can be reduced if the firm is still being able to properly 
support output and sales while it is also able to settle its short-term debts becoming due 
for payment. Therefore, it is task of the management to search for an optimal proportion 
of current assets and volume of output and/ or sales those r-sults in the best optimal point 
in the profitability and liquidity risk trade-off. 
Finally, in order to discuss the solution to the problem of profitability risk trade-oflf let 
take the help of the statements of Smith. As a solution he suggests that parallel monthly 
forecasts of profitability and required borrowing be made. It will have the benefits of 
making trade-ofifs between profitability and liquidity risk objectives of the firm, 
estimating the impact of certain working capital policies on profitability and liquidity 
trade-offs and reflecting the uncertainty of the future. 
2. B.2. Management of investment in worldng capital assets 
After discussing some general considerations necessary for working capital management, 
now discussion is switched over on the main issue of managing investments in working 
capital assets. Management of investments is discusseJ in the context of cash, inventories 
and receivables. First, management of investments in cash is taken. 
2. B.2.1 Management of investment in cash 
Discussion on cash issue is covered with the help of the headings on, the importance, 
objectives of management of investment in cash, reasons for holding cash, operations of 
collection, concentration, disbursement and information reporting, planning for cash 
requirement and cash control. 
The importance of managing investments in cash: In order to discuss the importance of 
investment in cash, let take the help of the statements of Scherr (1989). According to him, 
management of investments in cash deals with determining the optimal level of cash, the 
appropriate types and amounts of short-term investment in cash as well as the efficient 
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methods and controls of cash collections and disbursements. According to Lee (2001), 
cash management involves the administration of liquid assets and liabilities, and the 
raising of funds to finance a business. According to Van, Home cash management 
involves the efficient collection, disbursement and the temporary investment of the cash. 
With the help of these words, in general, management of investment in cash is related 
with management of levels and operations (cash collection and payments) of cash, 
investments and disinvestments of cash borrowing and lending of cash. Therefore, if a 
firm can manage its investment in cash efficiently, it will be help full for it in avoiding 
losses from fraud or theft, in maintaining an optimal level of cash, in making necessary 
payments and to have a reasonable balances for emergencies as well as it may also help 
in preventing unnecessary large amounts of cash being held idle in bank accounts that 
produce little or no revenues. In this way efficient management of investments in cash 
has a great significance for the management's success in the process of achieving 
organizational objec;ives. Besides, of having number of advantages investment in cash 
also have some limitations. Investments in cash are firm's least productive assets because 
they are not used in producing goods and services, unlike firm's other liquid assets e.g. 
inventories and receivables. So, an important question arises that why should hold cash 
and marketable securities, could firm not use resources better elsewhere. Therefore, in 
following discussion, attempt is to cover reasons for holding cash and marketable 
securities. 
The reason of holding investments in cash: Discussion may start on the reasons for 
holding investments in cash with the help of the statements of Von Ejje and Westerman 
(2001)*. According to him, cash would normally not be needed if there were not market 
imperfections and resulting transactions costs of urgently needing cash at short notice if 
the need arises and there is no enough cash. If, the statement of Van Home and 
Wanchowicz, Ross, Westerfield (1996)', is considered reason for holding cash can be 
divided in four categories. These are transactions, precautionary, speculative and 
compensating. 
Transactions: So as to discuss the transactions motive of holding cash, refer to the words 
of Ross, Westerfield, and Jaffe (1996)'°. According to him, demand of cash for 
transactions comes from the normal cash collection and disbursement activities which are 
Part II of the thesis 
Chapter 2: Managing working capital internally 38 
not always perfectly synchronized. These activities may include checking deposits for 
paying bills, making changes for customers, paying for salary and other day to day 
activities. Volume of cash required for transactions demand is related to the volume of 
transactions. As the number of payment transactions will increase, the transaction 
demand for cash will also increase. A firm may run out of cash it maintains too small 
cash balances. In the situation of running out of cash, a firm may either sell marketable 
securities or borrow in short-term. But, both of these will involve considerable costs. 
Some time firm can handle fluctuations in cash flows with the help of liquid assets. For 
instance large amount of liquid assets can be maintained during surplus period and can be 
withdrawn during deficit period. A firm should know in advanced the amounts needed 
and time of payments for cash for transaction demands. 
Precautionary reasons for holding cash: Firm holds some cash for transaction motives. 
But the amount of cash required for transaction motives is quite uncertain at any point of 
time. There are several reasons that cause to the uncertainty about cash required for 
paying bills. For instance uncertainty in the amount and timing of sales and the 
collections from accounts receivable may be the major causes of uncertainty about cash 
required for transactions demands. These uncertainties force the firm to hold some 
additional cash in excess of its transactions needs. Therefore, an additional amount of 
cash is maintained by the firm for precautionary purposes. A firm maintains high liquid 
marketable securities as precautionary balances. These securities provide interest income. 
The more of this precautionary balance held in near cash assets. It helps the firm to keep 
less cash and greater interest earned. It is the extent of uncertainties about the timing and 
the amount of cash inflows and out flows that will decide the volume of precautionary 
balances. Firm would have to hold greater precautionary balances for greater 
uncertainties of cash inflows and outflows, if other things remain the same. But, the firm 
has to make a trade-off, as identified by Ross, Westerfield, and Jaffe (1996), between the 
interest revenue and the transaction costs involved in purchasing and selling such near 
cash assets. Therefore, the decision of investing a part or all of the precautionary reserves 
in near cash assets will depend upon the trade-off between the transaction costs and 
related income earned. Another reason of holding investments in cash is speculative 
motives. 
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Speculative motives for holding investments in cash: Speculative conditions for a firm 
are same as precautionary conditions except that in precautionary conditions firm has to 
avoid losses while in speculative conditions firm may earn the benefits from 
opportunities. Some time a firm may have the opportunity of acquiring other firms or to 
take the advantage of a sudden decline in prices of raw materials. But these opportunities 
can only be availed by maintaining cash in reserve waiting for the opportunistic 
condition. Therefore, a speculative cash balances are held to take advantage of such kind 
of unknown temporary investment opportunities. Till, there is no opportunity speculative 
cash balances may be invested in income - earning securities. 
Compensating motives for holding investments in cash: Some time firm may have to 
pay some type of compensation in order to receive services from some organization for 
its functioning e.g. banks, financial institutions. For instance bank may ask the firm to 
keep a minimum compensating balance in its account in order to give lending services. 
Similarly insurance companies may ask the firm to keep some compensatory amount in 
order to render its services. 
Planning the requirements of investments in cash: After discussing the issues of 
operations of collection, concentration, disbursement and information reporting, now, 
come to another important issue related to the management of investments in cash that is 
planning the requirements of investments in cash. Planning of cash requirement in 
advance is very important for a firm in order to avoid unforeseen cash deficit and surplus. 
If an unexpected cash deficit occurs, it will cause for cash shortages for the firm and the 
firm will be forced to slow down its cash outflows. Firm may delay payments to its 
suppliers in order to slow down its cash outflows or it may use its cash reserves and may 
go for emergency financing to maintain its cash flows. But, if the payments to the 
suppliers are delayed they may hold the supplies of critical materials and thereby may 
cause extensive production interruptions. This may force the firm to act on an emergency 
basis, such as selling at rushed prices, selling fixed assets or borrowing from its bank. But 
the firm may not be able to receive the loan on favorable terms under these conditions. 
Bank may ask for increased interest charges. All these circumstances faced by the firm 
may put the firm's relation with its suppliers and bank jeopardy. On the other hand if an 
unexpected cash surplus occurs, it will be difficult for the firm to know that how long the 
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surplus will exist as well as it will not be able to make investment plans for a longer 
period. Thus cash forecast is a critical tool for effective financing of temporary deficits 
and for investing siarpluses. The types of cash forecasts are categorized on the basis of the 
length of the period that cash is forecasted and the approach to cash flow forecasts, 
Maness and Zietlow (2002)", Scherr (1989).With this brief discussion, it is easy to 
identify the importance of planning the cash requirements for a firm, in advance. Now, let 
discuss the cash budget as a tool for cash planning. Furthermore a cash budget is also 
useful in determining the minimum balances to be maintained and to negotiate short-term 
financing arrangements with banks. Therefore, cash budget is a critical tool for effective 
financing of temporary deficits and for investing surpluses. 
Length of the cash forecast period: This refers to the ui.its of time into which the cash 
forecast is divided. Cash forecasts can be made in terms of yearly, quarterly, monthly, 
weekly and even daily flows. The most popular - in particular for small firms - is the 
monthly cash forecast (Scherr, 1989). Because of the transaction costs involved in the 
short-term investment and dis-investment of near-cash assets, the length of the shortest 
forecast period depends critically on the volume of the firm's cash inflows and outflows. 
If the timing of cash flows is frequent and the volume large, the firm can use shorter cash 
forecast period. For smaller firms with a lesser amount to invest in the short-term, cash 
forecast on a monthly basis can suffice. Another issue related to time is the breakdown 
within the periods. One method is the distribution approach, which starts with yearly data 
and breaks them down into quarterly, monthly, weekly and even daily data. The other 
approach is the scheduling method, which starts wiih a shorter period, for example with 
weekly data then, aggregates it to monthly, quarterly and yearly. 
The approach used to forecast cash flow: Forecasting cash flows can have two 
approaches - the receipts and disbursements approach and the adjusted net income 
approach. The receipts and disbursements approach estimates the amounts of cash 
expected to be received and paid by the firm over the forecast period and traces the 
detailed movement of cash. This method is preferred to exercise close control over cash 
in the short term (daily to monthly). The adjusted net income approach (also called 
sources and uses) starts with projected net income on an accrual basis and adjusts it to a 
cash basis. The adjusted net income approach forecasts a change in assets and liability 
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accounts and it is therefore useful to forecast cash flows over a longer period of time. 
However, it does not trace the individual inflows and outflows for any given period. 
Models of cash optimality: Cash is invested in marketable securities for sort-term period 
and is converted back when needed. In order to decide whether it is worthwhile to make 
short-term investment of cash in marketable securities, generally, interest income earned 
form securities is compared with related transaction costs including out-of-pocket costs. 
These costs may include commissions, postages, telephone charges, the opportunity cost 
of diverted management time and effort. For this use specific cash management models in 
order to determine the most economic amount and the appropriate time that cash will be 
held, invested and disinvested. Cash management models used show that transaction 
costs play a central role in determining the cash balances to be held. If transaction costs 
were zero, the firm would require no working cash balance at all: it would sell its short-
term income earning assets or borrow to pay every bill. According to Scherr (1989), there 
are four types of cash management models which are named after their authors - the 
Baumol model, the Beranel model, the Miller - Orr model, and the Stone model. With the 
help of these models, one can deal with the optimal approaches for investment and 
disinvestment in short-term near cash assets. An optimum stiategy can be found for a 
given time pattern oi cash flows based on the trade-off between investment income and 
related transaction costs. 
Hedging for uncertainties of cash levels: As discussed earlier, that for every cash 
forecasted period firms plan cash requirements in the form o^cash inflows and out flows. 
It helps the firm to maintain an appropriate cash level. But it not necessary that for each 
cash forecasted period forecasted cash requirements and actual cash requirements match 
to each other. During each cash forecast period, the firm most likely will end up with a 
cash deficit or a surplus, the exact timing and amount of which is uncertain. This type of 
uncertainties in cash level occur due to the variation between forecasted and actual 
factors affecting cash levels, such as the volume and rate of cash payment and collection, 
sales, production costs etc. For instance, if the cash inflows for a firm are smaller than 
what expected and the firm reaches the maximum bank borrowing limits, it will face as 
number of problems as discussed earlier in this chapter. Therefore, firms may face costs 
due the presence of cash level uncertainties. In order to avoid the costs a firm should 
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design some kind of hedge against the uncertainties of future cash flows, it is possible by 
using a hedging strategy. According to Scherr (1989), hedging arrangements may be that 
include depositing temporary extra cash surpluses in saving accounts or checking 
accounts, investing in near cash assets and the arrangements of extra borrowing capacity 
with the bank. However, adopting these hedging arrangements is not free, they also have 
their own costs, therefore, a firm has to make a trade-off between the cost of the hedge 
and the expected cost that it avoids before adopting a hedgi ig arrangement. 
Cash control: After discussing the importance of cash management, reasons for holding 
cash and planning cash requirements, now come to another important issue of controlling 
cash. It is very essential for a firm to establish a cash control system or procedures of 
cash safeguarding controls through every phase of cash receipt and payment operations, 
because cash is more vulnerable to misuse and theft because it can easily be hidden and 
because it is not readily identifiable. 
Internal Control 
1. Department hires good people, documents its cash handling procedures to ensure 
good controls, and trains people in their duties 
2. A record is made of all cash received and this becomes the control to ensure all 
that cash gets deposited 
3. Checks are endorsed upon receipt to limit what can be done with them 
4. Cash is secured at all times, only one individual has access to and responsibility 
for cash at a time, change in custody of cash is always documented between the 
two individuals 
5. Person with the cash prepares daily deposit and it is transported to the cashiers in 
a secure manner 
6. Someone who does not have access to cash balances the record of daily cash 
receipts with tlie daily deposit to ensure all cash received was actually deposited 
7. In order to balance you can't make purchases from the cash, can't withhold any 
for a change fund or petty cash fund 
8. People with access to cash does not have access to accounting records to cover up 
irregularities 
9. Overages and shortages are recorded in separate account 
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10. Investigate if any employee has an abnormal number or amount of overages or 
shortages. 
11. Small departments would have small amounts of cash - limits risk but still a risk 
12. Have to have department head involved in periodic reviews and testing of cash 
Control for Cash Management: Receipts 
1. Persons responsible for handling cash receipts should not participate in 
accounting or operating functions relative to controlling accounts receivable, 
preparing and mailing due statements, or approving credits for returns or 
adjustments of amounts due. 
2. Receipts through the mail should be logged in the mailroom immediately, and 
receipts should be recorded within the day. 
3. Large receipts should be deposited daily. All receipts should be deposited at least 
weekly. 
4. Copies of cash receipts should be checked against the record of cash received by 
someone other than the person receiving the cash. 
5. Wire transfers should be used for high-rupee cash receipts unless there are 
compelling reasons otherwise. 
6. Receipt records should be maintained in a location separate from cash checks. 
Control for Cash Management: Disbursements 
1. Before vouchers are certified for payment, f^ ey should be reviewed for 
correctness of payee and payment amount, to veriiy correct delivery of purchased 
goods or service, and to check that payment is appropriate. 
2. Transactions should be verified, using statistical sampling procedures when 
transactions are numerous and other arrangements of records permit. 
3. Procedures should accommodate exploitation of discounts when economically 
warranted. 
4. Wire transfer/electronic funds transfer should be used as frequently as feasible for 
better control, to ease record keeping and to delay payment until actual due date. 
5. The process should prevent duplicate payments on invoices. 
6. Advances should be controlled, being used only when necessary. Excess travel 
advances should be collected promptly, managers should have periodic reports of 
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outstanding travel advances, and systems should permit withholding of overdue 
travel advances from employee compensation. 
2. B.2.2 Management of investment in inventory 
Discussion regarding the issue of management of investment in inventory in the same 
way as discussed the management of investment in cash by disusing the issues of 
objectives of management of investment in inventory, planning the requirement of 
investment in inventory, and control of investment in inventory. Before discussing these 
issues in details let try to define inventory management. 
Inventory management has always been critical to profitability. But, in today's economy, 
poor inventory management can put a company out of business before anyone even 
recognizes a problem exists. Everyone is at risk — from manufacturers of goods that 
normally make a stop in a warehouse, to companies that buy supplies that go unused and 
tie up needed cash, to retail stores that lose sales because of stock-outs. 
New technologies provide options to help solve this multi-dimensional equation. Many 
CECs have been lured to the supply chain management promised land. Vendors with the 
latest supply chain techniques speak of phenomenal cost savings, efficiency and 
productivity increases. These sales presentations have become the CEOs' new reality and 
they expect to implement these improvements quickly in order to make the cost savings 
hit the P&L as soon as possible. While supply chain gurus have promised to improve 
productivity and dramatically reduce costs, these results are difficult if not impossible to 
achieve without flawless execution over a substantial period of time. Unfortunately, there 
is no magic formula. 
It can be defined as an art of managing the amount of stock held in various forms of 
inventories within a firm so that it can meet its demand for products efficiently and 
economically. Inventory management also helps the firm with its principles and 
techniques for deciding what, when, and how much to purchase and sell as well as how 
and where to store. In other words we can say that it also supports the achievement of 
organizational objectives by attaining the desired level of customer service at a minimum 
cost of inventory carrying and ordering. 
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The Inventory Triangle: Companies destroy profits every day by having too much 
inventory of the wrong stuff v^ 'ith high carrying costs, or by loosing customer orders 
because of stock-outs. Profit enhancing inventory management is hard work and requires 
numerous behavior changes. It is much easier said than done. Effective inventory 
management occurs when three groups consistently communicate, collaborate and 
execute. 
Sales and MarkeUng: Sales and marketing are at the top of the inventory triangle 
because they sell stuff. That's their job. They make promises to customers on product 
specs, quality, delivery times and prices, including discounts and free add-ons. Sales and 
marketing frequently forget to talk with operations to ensure that what they promise 
customers can actually be delivered at the agreed upon price and produce a positive 
marfjin. 
Sales and Marketing 
Operations 
Finance 
Again, HBR reports that, in 1995, Volvo had too many green cars in inventory. To move 
these green cars, sales and marketing offered huge discounts, rebates and other incentives 
on green cars. But, they didn't inform production and operations about these promotions 
so they doubled the production of green cars. After all, their data said that green cars 
were hot sellers. Volvo ended up with the same problem again...tons of green cars. 
Today's business and consumer customers have the majority of the power in any buying 
situation. And, they are extremely educated about their options. Customers now demand 
the products they want be on the shelf when they want them or delivered to their unique 
specifications just when they need them. Of course, once a customer problem has been 
identified there's always a salesperson out there with a solution. 
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Operations: Since operations are responsible for critical sourcing and production 
decisions, this group is at the base of the inventory triangle. The ability to customize 
sourcing strategies is critical and is more than simply evaluating the trade-offs between 
labor and shipping costs. The proliferation, of seve'-al varieties of the same product make 
sourcing and production-scheduling even more difficult. To maximize profits from 
inventory management, production scheduling must be done at the lowest level of detail 
— by SKUs (stock keeping unit) rather than by product line or product category. This 
takes time and solid data but skipping this step is costly. Remember: customers buy 
specific SKUs, not product categories. 
The most costly mistake a company can make is inaccurate inventory records. A recent 
study published in the California Management Review showed that inaccurate inventory 
records cost companies, on average, 10 percent of profits per year. A major cause of 
inaccurate inventorj' records is return processing. This can easily happen when online 
orders are returned in retail stores, or exchanges for size and color are not scanned 
properly into POS system. The physical inventory count will never match the system 
totals because of the lack of return processing discipline. If your company's physical 
inventory counts never agree with the "system," you're leaving money on the table. 
Finance: Finance is on the foundation on the inventory triangle since this is the 
department that puts the puzzle pieces together. CFOs are often called to explain why 
promised results aren't realized even though they have very little to do with the actions 
that caused the poor results. To maximize effectiveness, finance needs to ensure that 
sales, marketing and operations understand the effect that their decisions and actions have 
on profits. 
To maximize profits, finance needs to assume four tough but essential inventory 
management roles: 
The objectives of management of investment in inventory: Generally, firms invest a 
considerable amount of funds in inventories, especially agribusiness industry firms. Due 
to this large amount of investments in inventories, it is absolutely imperative to manage 
them efficiently in order to avoid useless investments. If a firm neglects or ignores the 
management of investments in inventories, it will put at risk a firm's short-term and long-
term profitability. In this reference, take the help of the statement of Block and Hirt. 
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According to them, inventories are least liquid of all current assets it should therefore 
provide the highest yield to justify investment. In the management of investments in 
inventories keep in mind that both inadequate and exce^^ investments in inventories are 
not attractive. Therefore, firm can choose a main objective of inventory management as 
determining and maintaining an optimal level of inventory level that lies between the two 
adverse situations of excessive and inadequate inventories. But this level of inventory 
should also meet two conflicting needs of a firm. First may be defined as to maintain a 
large size of inventory for efficient and smooth production and sales operations. Second 
is to maintain a minimum investment in inventories in order to lower ordering and 
carrying costs and to maximize profitability. 
Along with this main objective another objectives may be taken as to maximize customer 
services and satisfaction. 
1. To have stock available as and when they are required; 
2. To utilize available storage space, but prevent stock levels from exceeding space 
availability; 
3. To meet a high percentage of demand with out creating excess stock levels. In 
other words "neither to over stock nor to run out" is the best policy; 
4. To maintain adequate accountability of inventory assets; 
5. To maintain the total volume of replenishment work-load within the constraints of 
acceptable personnel complement; 
6. To keep all the expenditures within the budget authorization; 
7. To provide, on-item-by-item basis for reorder points and order such quantity as 
would ensure that aggregate results conform with the constraints and objectives of 
inventory control; 
8. To decide which item to stock and which item to procure on demand; 
9. To ensure an adequate supply of materials, stores, spares, etc., minimize stock-
outs and shortages; and avoid costly interruptions in production; 
10. To keep down investment in inventories, inventory carrying cost and 
obsolescence losses to the minimum; 
11. To facilitate purchasing economies; 
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12. To eliminate duplication in ordering or in replenishing in stocks by centralizing 
the stores from which purchase requisitions emanate; 
13. To permit a better utilization of visible stocks by facilitating inter-departmental 
tSransfers within a company; 
14. To provide a check against losses of materials through carelessness of pilferage; 
15. To facilitate cost accounting activities by providing a means for allocating 
material cost of products and department of comparison with other accounts; 
16. To enable the management to make costs and consumption comparisons between 
operations and periods; 
17. To serve as a mean for location and disposition of enactive and obsoletes items of 
stores; 
18. To provide a perpetual inventory value and consistent and reliable basis for the 
preparation of financial statements; 
19. To contribute to the nation's economic well being; 
20. To contribute to the profitability and 
21. To bring down the inventory carrying cost this is considerable. 
With respect to these objectives Kaen (1995) argues that each inventory type serves 
different purposes. In reference to Kaen (1995)'^  statement nuw, try to discuss in brief 
types of inventory with their purposes served. 
Raw material: An inventory of raw material allows separation of production scheduling 
from purchasing process. In the absence of Raw material inventories, purchases would 
have to be made continuously at the cost of production this would not only mean high 
ordering costs and less quantity discounts, but also production interruptions when raw 
materials can not be produced in time. Therefore, raw materials inventories are used to 
make production scheduling easier, to make advantage of price changes and quantity 
discounts, and hedge against supply shortages. Therefore maintatining sufficient amount 
of raw material inventory is in interest of firm to achieve an effective cushion between 
purchases and production process (Ban Horim (1987)'^ One more important thing for 
raw materials inventory is that, decision regarding its level should consider the relation-
ship between firm and its supplier along with the co-ordination between the firm's 
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purchases and production. A closer link between the nrm and its supplier may help the 
firm to meet the production needs by maintaining a small raw material inventory. 
Work-in-process: Another type of inventory is work in process, inventory of partially 
completed units, which allows the separation of different phases of production process by 
providing a cushion between them, because there is no perfect synchronization among 
production process - they do not all produce at the same rate at all times. Each 
production station needs its own inventory of work-in-process. Therefore, it helps in 
making production process smooth and efficient. The amount of work in process 
inventory is in part a function of the type of product, the measurement period, and the 
nature of production process. 
Finished goods inventory: Finished goods are also maintained in the form of inventory 
that is called finished goods inventory. An inventory of finished goods allows separation 
of production from selling. With a stock of finished goods in hand a firm can satisfy 
customers demand immediately with out asking the customers to wait for the next lot of 
production. If a firm failed to supply products when demanded, it would loose its sales to 
its competitors. So firm can serve their customers on continuous basis and to meet their 
fluctuating demands by holding finished goods inventories. The level of finished goods 
inventory would depend upon the level of co-ordination between the firm's sales and 
production as well as the efficiency of the firm-customer linkages. If there is close link 
between the firm and its customers, it is possible to know early when goods will be 
needed. Therefore, a small amount of finished goods inventory could be maintained and 
customers, needs could still be met. 
Motives for holding inventories: Similar to the holding for cash, holding of inventories is 
also caused for three motives - the transaction motive, the precautionary motive, and the 
speculative motive. 
Transaction motives: A transaction motive of holding inventories highlights the need to 
maintain inventory in order to facilitate smooth production and sales operations. Firms 
may require holding certain amounts of finished products perpetually in stock for display 
and demonstration purpose. They may also hold inventories to meet a sudden demand, 
thus reducing the delivery lags. 
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Precautionary motive: Precautionary motive of holding inventories provide guards 
against the risk of unpredictable changes in inventory piece, demand and supply factors. 
Firms may hold inventories for fear of stock-outs and losing its goodwill. A 
manufacturing may carry inventories of both input materials and finished products to 
ensure smooth production in the face of fluctuating sales. Storage of input material also 
acts as hedge against future price rises. The work-in-process inventory also helps them in 
proper scheduling of production. 
Speculative motive: speculative motive of holding inventory emphasizes on the need to 
maintain inventory in order to take advantage of unpredictable changes in inventory 
price. A firm may also hoard both raw material and finished products when it expects 
price rise in future, thereby realizing a stock profit. Inventories held for speculative 
motives are termed as profit making inventories by Tondon group and is positively 
discouraged by banks in India. According to Stevenson, for effective inventory 
management firm has to design a system to keep track of inventory on hand and on order, 
knowledge of lead times and its variability, a reliable forecast of inventory demand and 
reasonable estimates of inventory holding, ordering and shortage costs. 
Planning the requirements of investments in inventory: Firms invest a considerable 
amount of funds in inventories especially agribusiness industry firms. Due to this large 
amount of investments in inventories, it is absolutely imperative to plan the requirements 
of inventory in advance so that firm's current assets are not blocked unproductive in 
inventory, as well as, there is no interruption at any stage of production and sales due the 
shortage of inventory. Now, by the words of Scherr (1989), in respect of the need of 
planning the requirements of investments in inventory, planning of investments in 
inventory helps to match inventory requirements to aales and production needs. It also 
helps to know inventory acquisition and usage during lead-time, quantity on hand and on 
order as well as the levels of safety stock. When have thought about planning of 
investments in inventory, what methods should be adopted? In this respect the words of 
Stevenson"* are, "managerial opinion and time series data may be the methods of 
planning investments in inventory". He contends that forecast of inventory on opinion 
relies on the analysis of subjective inputs obtained from various sources, such as, 
opinions of sales staff, managers and executives as well as consumers surveys. While, 
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forecasts on time series data are based on observations taken at regular intervals over a 
period of time (daily, weekly, monthly, etc) and are made on the assumption that ftiture 
inventory demand can be estimated from past. 
Consideration of inventory in estimating the working capital requirement for business 
operations: finance manager has to send the requisition for the working capital required 
to run the business operation, to the top management and/or bank, according to the policy 
e.g. annually, semiannually, quarterly, and monthly or on weekly basis. For this, he has to 
make the estimate of net working capital required. Calculation of working capital would 
reflect the requirement of cash, inventory and credit sale (debtors), in order to achieve a 
particular sale target, as well as the component of trade credit to finance the requirement 
of cash and inventory. Estimation of working capital is of significance for the firm 
because it affects the profit margin available for the shareholders. If it is overestimated, it 
will reduce the profit margin and hence will affect the cash inflow, therefore will affect 
value created for the shareholders. Possibility of overestimation generally happens when 
managers estimate finished goods inventory, to be hold to meet seasonal high demand, 
and debtor to meet the sale targets on sale price. According to Khan and Jain (Financial 
management, fourth edition, 2004, pg -27.8)'^ the calculation of working capital is based 
on the assumption that the production/sales is carried on evenly throughout the year and 
all costs accrue similarly. As the working capital requirements are related to the cost 
excluding depreciation and not to the sales price, working capital is computed with 
reference to cash cost. Therefore according to them, cash cost approach is comprehensive 
and superior to the operating cycle approach based on based on holding period of debtors 
and inventories and payment period of creditors. Cash cost approach is the best way of 
calculating the requirement of working capital, particularly to the finished goods and 
debtors, but this approach is generally ignored by the finance managers. In cash cost 
approach finish goods inventory, needed to meet the seasonal fluctuation is demand, are 
estimated on the cost of the goods produced excluding depreciation and debtors are 
calculated on the cost of sales excluding depreciation. 
FGI = (Budgeted production in units x Cost of goods produced per unit excluding 
depreciation x Finished goods holding period in months/days)/! 2 months/365 days. 
Debtors = (Budgeted credit sales in units x Cost of sales per unit excluding depreciation 
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X average debtor collection period in month/days)/ 12 months/365 days. 
Generally, mangers overestimate the working capital requirement to maintain high 
liquidity, to take more amount from banks as loans and also to reduce the profit margin in 
order to safe taxes. 
2. B.2.3 Management of investmenis in accounts receivables 
Receivables are also working capital items under the category of working capital assets. 
Receivables are firm's assets with others and have to be received in near future. They are 
designed to attract customers and to increase sales. Receivables are gaining their 
importance rapidly as the competition in the market in rising. Therefore, the management 
of receivable is necessary in order to install control mechanism over credit sales policy 
and credit customers. Therefore, discussion on receivable management is divided in two 
parts - discussion on firm's control over credit sales and iccounts receivables as well as 
discussion on firm's control over collection policy. 
Control over credit sales and accounts receivables: Accounts receivables are created due 
to credit sales offered by a firm in order to increase its sales. Sales, no doubt, may 
increase but this increased sale also has costs of managing accounts receivables and the 
possibility of bad debts. In order to gain the benefits of accounts receivables and to 
optimize the costs of their management and of possible bad debts, firm's management has 
to install a control mechanism for the credit sales policies and credit customers. This 
control mechanism will help the management in order to detect deviation from policy as 
well to provide deviation from expectations. Not all the detected deviations are 
controllable, some may be due to uncontrollable random external factors but other may 
be controllable. Now, follow the words of Scherr (ir89), in order to define the objective 
of credit and accounts receivables control. According to him, the main objective of the 
credit and accounts receivable control is to give signals when (non-random) deviations in 
sales, collection expenses, receivables turnover and bad debts occur. 
Now, let try to explain how the control mechanism over credit sales and accounts 
receivable functions. Firm has to make a comparison of the lesults of credit sales policy 
and the trend in the balance of accounts receivable with what it has estimated. Firm's 
management, generally makes expectations on accounts receivable turnover and resulting 
bad debts when it is establishing policies regarding terms of sale and credit granting 
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standards. In order to control the collection of accounts receivable, the firm also observes 
the deviation from expected payments patterns. If the firm observes deviations or the 
expectations are not realized, there may be the problems like changing customer 
characteristics, inaccurate policy forecasts or improper policy implementations. 
According to Scherr (1989), common signals of problems may include receivables 
ageing, days sales out standing and average collection period. After receiving the signal 
of problem/s, managers of the firm have to investigate and to assess the reasons for the 
deviation. Managers must then take the corrective action, which will vary with the cause 
of deviation and which may include applying collection efforts and changing sales 
policies. 
Collection policy: When does a firm decide to sell its goods on credit, it is not necessary 
that all the creditors make their payments to the firm on the due dates. Some of them 
would certainly cause delay. Therefore, the firm should establish control policies to check 
if any debtor is falling behind schedule, in which case the firm will have to make 
collection efforts. Collection policy refers to obtaining payments of past-due accounts. If, 
refer to Scherr (1989) in order to know how a receivable collection management begins. 
According to him, it begins by developing an information system for monitoring 
outstanding receivables in order to check if customers are taking more time. If there is 
any customer found to be overdue for more than the receivables monitoring criteria 
established, different type of collection efforts can be applied. One may simply suggest 
the following procedures for the customers that are overdue and may refijse to grant 
credit in the mean time. It may include the four steps. First: send a letter to the customer 
informing the past due status of account. Second: make a telephone call to him to recall 
about the letter. Third: employ a collection agency. Fourth: t«.ke legal actions against the 
customer. It ends discussion on management of investments in receivable as well as on 
management of investments in working capital assets. 
2. C. Management of investments in working capital liabilities (finances) 
It is known that whatever working capital investment in assets, a firm makes, for its 
operation, is paid either at the time of acquisition (cash purchase) or at a later time (credit 
purchase). This ability of affirm to make payment either in cash or at a later time refers 
to its source of financing. This source of financing may be in the form of working 
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liabilities or finances. Due to many factors - the firm being at high liquidity risk, culture, 
linkages, the availability if working capital liabilities or finances may or may not be an 
alternative to the firm's management. Discussion on managing working capital liabilities 
or finances is divided in two parts - components of working capital liabilities or finances 
and short-term loan financing. 
2. C.l. Components of working capital liabilities or finances 
Whenever, a firm has to fiancd its investments in working capital assets, it can use either 
internally generated or externally acquired financing alternatives. Some time a firm 
solves its financing problems by borrowing or securing their current assets (external 
financing) and some time it may go for selling its current assets (internal financing). 
Discussion may be referred to the words of Van Home for the sources of liabilities for a 
firm. According to him, when a firm borrows on the strength of its current assets, the 
major sources of short-term finances or liabilities may include trade credits, accruals, 
short-term bank loans, collateral papers, commercial papers and factoring accounts 
receivable. Now, let try to discuss each source of finance in some detail. 
Trade credit financing: Generally, all the firms want to sell at cash than on credit, but, 
as discussed earlier, due to the tough competition in the market most of the firms offer 
trade credits to increase their sales. Fafchamps (1997)'* stated, trade credit is of a nature 
that it does not rely on formal collateral, like credit from financial institutions, but on 
faith and reputation. When a firm receives trade credits, it creates the accounts payable. 
Accounts payable is a form of short-term financing common to all business with credit 
purchase policy. In case of accounts payable buyers are not required to pay for goods 
upon delivery but are allowed a short deferred period before payment is due. There may 
or may not be some discount for earlier payment. According to Van Home, there are 
three types of credit namely open account, promissory note payable and trade acceptance. 
The most common type is the open account arrangement, where the seller ships goods to 
the buyer along with an invoice that details the goods shipped, the price, the total amount 
due and the terms of sale. Promissory note payable is a statement where debtor writes a 
note or letter of lOU. It is required if the creditor has not yet developed full assurance on 
the creditworthiness of the debtor or the value of the transaction is too large for an open 
account and therefore the risk of loss is very large. Trade acceptance is a supporting 
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letter written by a bank addressed to a creditor guaranteeing a debroPs U u^sTworthiness 
with regard to a specific transaction. It is usually used in international transactions. 
Accruals accounts: they are short-term non-trade credit obligations and represent an 
interest free source of financing. The most common accrual accounts may include wages 
and taxes. Firms pay employees on a weekly, bi-weekly, or monthly basis. The longer the 
payment interval, a firm decides for its employees, the greater the amount of the accrual 
funds. As the firms have little control over the frequency and magnitude: interest to be 
paid and taxes can also be an important source of accrual financing. 
Short term bank loans: Short-term loans from bank are also used as a source of 
financing investments in working capital assets. When the bank loan, applied for by a 
firm, is approved, the agreement is executed by signing a promissory note detailing the 
amount borrowed, the interest rate, repayment schedule and any other terms or 
conditions. Very often the loan offered by the bank takes the form of line of credit or 
overdraft. This is an agreement between the bank and its customers regarding the 
maximum amount of unsecured credit the bank will authorize the borrower firm. There 
are also other forms of short-term financing like collateral papers, commercial papers and 
factored accounts receivables. 
Collateral papers Borrowings can be secured or unsecured. If the firm's borrowings are 
secured, the firm can pledge a non-cash current asset as collateral securing for borrowed 
fund. Borrowings can therefore be secured with marketable securities, accounts 
receivable or inventories as collateral. This gives the lender such as banks advantage over 
the unsecured lenders if the firm is forced to liquidate. 
Commercial papers: According to Scherr (1989), commercial paper is usually short-
term unsecured debt security sold by larger firms. It can effectively be used to finance 
short-term investments. For firms with less liquidity, banks can guarantee the issue of 
commercial paper by allowing lines of credit or bank guaranteed letters of credit, which 
obliges the bank to pay if the issuing firm cannot pay. 
Factoring accounts receivables is a form of borrowing funds fi-om a factor. The factor 
takes over the firm's credit granting function and the firm sells the face value of the 
accounts receivable to the factor. It takes moreover not the fiiU amount because the factor 
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calculates a service charge and interest. It ends discussion for the components of working 
capital finances. 
2. C.2. Financing of working capital tiirough short-term loan 
Here, let try to discuss, how a firm finances its working capital needs through short-term 
loans. Discussion on this issue is divided into two parts. In first part, how firms choose an 
option from two options of financing - short-term or long-teim loans, for financing their 
working capital needs, is discussed. In second part, how firms mix from the two options 
of financing - short-term and long-term loan in order to finance their working capital 
needs, is discussed. Issue of selection of an option of financing for firms, is covered by 
discussing profitability and risk trade-off for working capital financing and issue of mix 
of short-term and long term loan, is covered by discussing short-term and long term debt 
mix. 
Working capital financing -profitability - risk trade-off: Let start discussion on the 
issue with the words of Block and Hirt (1992)'*. According to them, the short and long-
term financing sources have differing effects on the trade-off between profitability and 
liquidity risk. With respect to the working capital financing, profitability of short and 
long-term debt is considered from the point of interest cost. If the interest cost for a loan 
option is higher then profitability for that loan option will be lower and vice-versa. 
From a lender point of view, a long-term loan would has in general higher interest charge 
compared to a short-term loan due to the risk involved in lending for a longer period of 
time. From borrower's point of view, short-term loans are more risky, because of the 
problem to get cash in the short-term, and the higher variability of interest rates compared 
to that of the long-term loans. Therefore, it can be concluded that to the borrower, long-
term loans are more expensive but less risky, while short-term loans are more risky but 
less expensive. Th<irefore, it is advised to the management to get an optimum point 
between the two. Now, let quote the words of different authors in respect of the use of 
different type of short-term credits for funding firm's activities. Fisman (2001)", 
empirically, showed that short-term credit; particularly supplier credit is positively 
correlated with capacity utilization because firms lacking credit face inventory shortages 
leading to lower capacity utilization. Petersen and Rajan (1997)^ ° argue that even in the 
United States, with extremely well developed financial markets, trade credit is the largest 
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single source of short-term financing. Fisman (2001) particularly claims in developing 
countries where formal lenders are limited; trade credit plays an even more significant 
role in funding firm's activities. 
Short and long-term debt mix: According to Van Home and Wanchowicz (1998), 
Moyer, Macguigan and Kretlow (1998), Brealy and Myers (1996)^°, the actual 
investment and financing mix match-up depends on management's approach towards risk 
and profitability. While the logic that is generally used for financing the firms' needs is 
that, temporary current assets are financed with short-term loans and the permanent 
current assets with long term debt or equity capital. There are three approaches - maturity 
matching, conservative, and aggressive approach, based on the interest cost and liquidity 
risk that can be used by management to financing working capital investments. 
Maturity matching In the maturity matching approach to working capital, the maturity 
structure of the firm's assets and liabilities is considered. It is required to make the 
maturity structure of the firm's liability to correspond exactly to the life of its assets by 
matching current assets life and balance it with that of current liabilities, so that each 
asset is offset with a financing instrument of the same maturity. Therefore, temporary 
current assets will be financed with current liabilities while the permanent portion of 
current assets and fixed assets are financed with long-term debt and equity capital. With 
this financing approach, it can be suggested that apart from the current portion of long-
term debt, a firm would need no short-term borrowings when sales are low. According to 
Van Home and Wanchowicz (1998), as the firm goes to seasonal asset needs, it borrows 
on the short-term and later it pays off the borrowing with the cash released by the 
decrease of current assets when sales are again low. 
Aggressive approach: An aggressive approach is used by a firm when it takes risk in 
search of high profits by using less costly but more risky short-term debts. Under this 
approach a portion of the permanent current assets and all temporary current assets are 
financed with short-term debt. With this approach the fimi may be at a considerable risk 
of technical insolvency. Let quote the words of Moyer, Macguigan and Kretlow (1998) in 
this respect. According to them, the frequency of refinancing the short-term debt 
increases the risk that the firm will be unable to obtain new financing as it is needed. 
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However, there is a better chance for the firm to earn a higher rate of return, because 
interest on short Xem debt is less costly. 
The conservative approach: It is a conservative approach to risk and profitability for 
financing working capital investment of a firm. Under this approach all the fixed assets 
and permanent cunent assets as well as a certain portion of the temporary (or fluctuating) 
current assets are f.nanced with long term debt and equity capital. This puts the firm at a 
minimum risk of not being able to reschedule its short-term debt. But, due to the 
excessive use of long term debt in this approach, the firm will have little opportunity to 
earn a premium rate of return. 
2. D. Management of the operation of purchase and cash payments 
With respect to the working capital management on operations, concentration is on the 
operations of purchases and sales and related activities of cash payments and cash 
receipts. Why to do the management of these operations the argument here is that by 
managing sales and purchase operations efficiently a firm can effectively increase the 
benefits and reduce the cost of working capital levels and maximizing a firm's value 
creating potential. If a firm can effectively design the purchasing and sales policies, it 
would have other direct effect in a firm's external value chain as credit purchasing and 
payment as well as credit selling and collection policies have. For instance, a policy of 
speeding-up collections and slowing down payments may have negative effects in the 
value chain and on the confidence and trust building with transaction partners. 
2. D.l. Management of Purchase operations 
It is known that purchases of materials affect the inventory of materials. Now, Question is 
that how much and at what cost materials have to be purchased? It is not easy to answer 
the question as it will depend on various factors like cost of purchasing the materials, the 
cost of transportation, the discounts and the costs of holding, but in order to make it easy 
firm may use materials purchase budget. The materials purchase budget depends on the 
management's inventory policy. The amount of materials to be purchased is based on the 
available inventory of materials at the start of each period, the production requirements 
and the inventory at the end of each period. Management also has to apply proper 
procedures of purchasing materials. It must specify who should initiate the purchase 
request and who should assess the purchase order and shipments. Here, less emphasis is 
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given to the discussion of purchase management because it is the other side of sales 
management that will be discussed with more detail while, discussing the issue of 
managing the operations of sales and cash receipts. 
2. D.2. Management of cash payment operations 
In the management of the cash payment operations, the firm has to slow-down cash 
payments and pay debts as late as it is reliable with maintaining its credit standing with 
suppliers so that it can make the most efficient use of the money it already has. Let try to 
discuss some of the methods of slowing down cash disbursements. Now, refer to the 
words of Scherr (1989) for this. According to him, methods used to slow-down cash 
disbursements may include: control of disbursements, using payable through drafts, zero 
base account, and managing payroll and dividend disbursements and playing the float. 
So, Let us start with control of disbursements. 
Control of disbursements It is related to controlling the build-up of excess cash in the 
firm's bank accounts. Firm should apply a control on the disbursements, in order to slow 
down cash outflows and minimize the time that cash deposits are idle. If the firm is able 
to produce daily information on collections and disbursements, excess funds may be 
transferred to disbursement bank accounts either to pay bills or to be invested in 
marketable securities. One procedure that a firm may apply for strict control for 
disbursements is to centralize payables into a single account so that payments are made at 
a time they are needed. If the firm has the opportunity of cash discounts on accounts 
payable, it should make payment at the end of cash discount period otherwise it should 
not pay until the end of the due date in order to have a maximum use of the cash. 
Payable through draft: In this method of slowing down cash disbursement, it is required 
that the bank should present payable through draft to the issuer for acceptance, therefore 
unlike ordinary checks; payable through draft is not payable on demand. Then the issuing 
firm transfers the funds used to cover the payment of the draft, thereby taking time. 
Payroll and dividend disbursement: With this method of slowing down cash payment the 
firm is required to maintain a separate cash accounts for disbursements of payroll and 
dividends in order to minimize the balance kept in these accounts. The firm is also 
required to forecast when the checks issued to these accounts will be presented for 
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payment so that to have funds enough to cover only that period's needs, and not to keep 
the whole amount of payroll or dividend for a longer period. 
Under the Zero base accounts system firm makes an agreement with the bank to 
maintain one main or master disbursing account that will serve all other subsidiary 
disbursing accounts (payroll, payables etc.). When the firm clears payroll at the end of 
each day, the bank automatically transfers just enough funds from the master account to 
each disbursement account to just cover the checks presented. So, a zero ending balance 
is kept in all accounts except for the master account. This reduces the cash balance in the 
master account by eliminating idle balance from all subsidiary accounts. 
Over draft: over draft is defined as a check written for an amount in excess of fiinds on 
deposit. According to Kaen (1995), the check overdraft will be honored by the bank 
according to a prearranged set of rules and credit limits. Under this arrangement, the bank 
extends a loan to the writer of the check for the amount needed to cover the payment. So, 
the firm does not hold cash balances; it simply borrows whatever cash it needs for 
transaction purposes from the bank and pays the market interest rate, as transaction costs 
on borrowings. 
Playing the floats: Under this arrangement the firm manages the net float, which is the 
difference between the firm's bank balance and its book balance, which emerges as a 
result of delays between the time checks are written and their eventual clearing by the 
bank. It will only be possible to use this net float, if a firm can have a negative cash 
balance on its books and a positive bank balance, because checks just written by the firm 
may still be outstanding. If the size of the float can be estimated, the bank balances can 
be reduced and the funds invested to earn a positive return. With this brief discussion on 
managing purchases and cash payments as well as methods of slowing down cash 
payments, let finish the issue here and switch to the issue of managing sales and cash 
collection operations. 
2. £. Management of operations of sales and cash collection 
2. £. 1. Management of sales operations 
Before discussing the issue in detail, let see how sales is related with working capital and 
in what ways sales cin be made as well as which aspect of sales needs to concentrate 
more and require more managerial skill. Sales and working capital policies can easily be 
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relate to each other in terms of credit terms and standards, finished goods inventory levels 
and cash collection policies. If a firm relaxes it credit terms and standards and holds an 
appropriate level of finished goods inventory, it will increase the possibility of more sales 
for it. There are two options for a firm to sell it products, either on cash or on credit. In 
case of sales on cash there is no need of making any collection efforts as the customers 
pay at the time they buy their purchases. Because the customers have limited cash so they 
like to have some time before they pay. Credit sales may give more time to customer to 
pay and therefore they may buy from a firm that offers interesting credits, it may increase 
the firm's sales. However, the credit sale of a firm has its own costs of management and 
risk of making bad debts. In discussion of management of sales operations, concentration 
on the credit sales is more than on cash sales because comparatively it needs more 
managerial skill. Moreover, in case of credit sales firm's management needs to set 
alternative sales terms, standards and it has to evaluate customers' relations. Discussion 
on management of :redit sales operations is divided into four parts namely introduction 
to credit sales, terms of credit sales policy, credit standards and analysis and cost of credit 
policy. 
Introduction to credit sales: Let start discussion on credit sales and it policy with the 
words of Moyer, Mcguigan and Kretlow 91998). According to them, like the product's 
price, quality and service, credit granting policy determines the products attractiveness 
and affects its sales volume and profit. If credit granting is properly made it can enhance 
the firm's performance, sales and profitability. According to Scherr (1989), trade credit 
policies have a number of important functions; (a) for small firms: to minimize the effects 
of market imperfections, (b) For sellers: to guarantee the quality of their products and to 
overcome information problems with a buyer, (c) For bi'yers: to increase and control the 
purchase of goods. A firm's credit sales policy and mana j^ement of accounts receivable 
deals with decisions related to terms of sale, credit-granting standards, credit analysis and 
control of accounts receivable. A term of sale of a firm is concerned with the credit 
period, the cash discount and type of credit instrument. Credit standards of the firm refer 
to the criterion used to screen credit applicants. While, Credit analysis of the firm is the 
use of a number of devices and procedures to determine the probability of a customer 
payment to proposed credit sales. Credit collection and control of the firm refer to the 
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establishment of policy and control procedures for is, how to formulate credit policy for a 
firm. According to Kaen (1995), the establishment of a credit policy involves three 
stages. First: establishing the terms of credit sale policies. Second: formulating credit 
standards, which will be used to analyze and evaluate individual applicant's credit 
worthiness. Third: establish accounts receivable collection and control policies. 
Terms of credit sales policy as discussed a little before that a firm's credit terms detail the 
conditions under which the customer is required to pay for the credit extended. Therefore, 
it may include terms related to the mode of payment and to ownership transfer (outright 
transfer, consignment or conditional sale). So let start the discussion on the terms of made 
of payments. It is the second part of the discussion on management of credit sales 
operations. 
Terms of mode of payments: As there are two modes of payments, cash and credit, 
therefore, both need to be discussed. Cash terms of the firm refer to terms of sale where 
firm demands payment before or on delivery of the product sold. It is normally used by 
the firm when the buyer represents a high credit risk or if the product is a special order 
with major asset specific expenditures. Credit terms of the firm refer to the sale of goods 
on the basis of an open account, promissory note or special conditions like seasonal 
dating. An open account is used by the firm when the buyer buys on a regular basis from 
the same seller and it may also include discounts for early payment. The only formal 
credit instrument is the invoice - a document sent along with the consignment of the 
goods and which the customer signs as proof for receiving the goods. If the order is large 
and the firm expects a problem in collections it -.nay require the customer to sign a 
promissory note or lOU, in order to do away with controversies later about the existence 
of a credit agreement. Let take the help of the words of Ross and Westerfield (1996) for 
credit terms. According to them, within credit terms the credit period, the cash discount 
terms and credit instruments such as drafts and letters of credit are of prime importance. 
When a firm has decided for credit sale and credit terms are established. Another 
important task to perform is the analyzing of credit terms and assessing the risk of credit 
sales, in order to earn required profit. 
Analyzing the credit terms and assessing the risk of credit sales According to Scherr 
(1989), for any firm, selling its products in a competitive situation, there is a set of 
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optimum terms of sales. Scherr (1989) further stated that decisions on terms of sale 
involve the setting of three parameters: the rate of discount, the discount period, and the 
net date. Management has to analyze the effects of changes in these parameters. If the 
proposed changes in these parameters increase the value of the firm, then the change 
should be implemented. When changes in the terms of sale policy occur, the decision rule 
is made by comparing the difference between incremental profit margin of the sales and 
incremental carrying cost of receivables. 
Terms of owner ship transfer - consignment or conditional sales: With open account 
and seasonal dating, where a sale is made during low sales season and collection made 
during or after the high sales season, ownership is transferred to the buyer at the time of 
sales. With consignment sales, the buyer collects and holds the cash fi-om the sale of the 
goods and pays to the seller according to the pre-arranged terms, so the buyer acts as an 
agent to the seller. Consignment sales refer to the term of sales where ownership remains 
with the seller until the goods are sold to the ultimate buyer. With conditional sale or 
installment loan contracts, the seller also retains ownership and the buyer signs a 
promissory note to make payments on an agreed-upon time. When all payments are made 
ownership passes to the buyer and if the buyer defaults, the seller can repossess the 
goods. With this Ut finish the first step for designing credit policy. Now, come to the 
second step of formulating credit standard. It is the third part of the discussion on 
management of credit sales operations. 
Formulating the credit standard and analysis Credit standards of a firm can be defined 
as the criteria a firm uses to screen credit applicants in o.der to determine which of its 
customers should be offered credit and how much. The credit standards set by the firm 
help it to exercise control over the quality of the accounts accepted. When granting credit, 
a firm assesses the creditworthiness of customers and differentiates between customers 
that may pay and the customers that may not pay. 
According to Scherr (1989), among the policy issues that must be addressed while 
formulating credit granting standards are: (a) How the firm should estimate the credit 
related parameters of a credit applicant, (b) The amount of information that the firm 
should collect on each credit applicant to solve the credit investigation problem, (c) The 
method of analysis the firm should use in order to determine which applicants should be 
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granted credit. According to Scherr (1989) and Kaen, credit standards mainly focus at the 
establishment of policies to measure two factors: The time it takes a customer to repay 
the credit obligation and the default risk or the probability that a customer will fail to 
repay the credit. Therefore, based on the result of time and default risk analysis a decision 
will be made to accept or reject a buyer's credit application. But, question is how to 
measure the time and default risk for a customer? Time is measured as; a customer takes 
to repay the credit obligation, as the average accounts receivable collection period which 
indicates the average number of days a firm must wait after making a credit sale before 
receiving the customer's cash payment. The longer the average collection period the 
higher the firm's investment in receivables and by extension its cost of extending credit 
to a customer. While the default risk or the probability that a purchaser will fail to repay 
the credit is measured by calculating a ratio - the bad debt to the average accounts 
receivable ratio. The higher a firm's bad debt loss ratio, the greater are the costs of 
extending credit. 
When a firm has established its credit standards and collection policies, how should it use 
then to evaluate a credit applicant? It can use them to evaluate a credit applicant in four 
steps. First: the firm should gather relevant information on the credit applicant. Second: 
the firm should analyze the applicant's credit worthiness using the information collected 
and standards established. Third: the firm should make the decision to grant or not to 
grant credit after determining the probability that the applicant will or will not pay. 
Fourth: the firm should follow-up and controls its receivables. 
With respect to the source of credit information let refer discussion to Kaen. According to 
Kaen (1995), sources of credit information may include the seller's and other firms' prior 
payment experience with the customer, the applicant's financial statements, customer 
visits and personal contact with the applicant's banks and other creditors. When the 
sufficient information is obtained the firm can use it to analyze the credit applicant and to 
make an informed judgment. All the sources of credit information, as discussed by Kaen, 
differ in reliability and cost of acquisition. In general it is advised that the firm should 
systematically develop credit-granting approaches and should apply with care. 
One of such approach discussed by Ross, Westerfield and Jaffe (1996), is called 
traditional approach that is capital, character, collateral, capacity, and conditions. 
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Capital: it indicates the buyer's financial reserves and liquidity position. In this approach 
firm is required to compute liquidity and leverage ratios in order to know whether the 
applicant is stronger or weaker compared to other firms in its industry that the firm 
believes are creditworthy. Character: it refers to the customer's willingness to pay. If the 
firm makes the payments to trade creditors, an applicant must have both the funds (as 
measured by the capital dimension) and the willingness to pay the debt (as measured by a 
character dimension). The firm assesses applicant's character by answering questions on 
his history of payments, that is, if the applicant has defaulted before and if he or she 
makes efforts in good-faith to pay debts as they come due. Collateral: it refers to the 
existence of a pledged asset in case of default. If the credit applicant gets financial 
difficulty, it may bs forced to liquidate. If the firm liquidates, the recoveries will go first 
to the secured debt-holders. So, the existence of earlier commitment of secured financing 
to others means lower credit worthiness to new creditors. The firm may collect 
information on secured borrowings of the applicant from the applicant's fmancial 
statements, the bank, credit reports on the applicant and directly from conversations with 
applicant. Capacity: it refers to the buyer's managerial and production capacity, which 
may indicate the ability to meet credit obligations out of operating cash flows. 
Managerial capacity of the buyer is defined as the ability of his firm's management to run 
the business. The buyer's, history of success or failure and the number of years that he 
has been in business measure his managerial capacity. The value and technology of the 
applicant's production and service facilities measure the firm's plant capacity. 
Conditions: it refers to the economic situation in the applicant's industry and the general 
economy. There may be a danger of non-payment by the applicant if there is strong 
domestic and foreign competition in the applicant's industry or if the economy is 
undergoing a contraction. Instead of either granting or refusing to grant credit to an 
applicant, a firm can adopt a policy of granting a limited amount of credit, which is a 
form of line of credit or credit limit. It ends kaen's second step of designing credit policy. 
The cost of credit policy: Van Home and Wachowicz (1998) divide the cost of credit 
management into the costs of credit standards and the cost of terms of sale. The costs of 
credit standards of the firm is raised due to enlarged credit administration, increased 
volume of bad debt losses and the opportunity costs of committing funds in receivables. 
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The costs of establishing and changing the firm's terms of sale include the cost of 
printing new invoices, preparing and printing manuals and price specifications, as well as 
the cost of notifying the firm's customers and sales personnel about the new terms. Now, 
there are two costs between which the firm has to make a trade-off. If a firm grants credit, 
it will incur the costs of the credit policy and in the absence of credit there is the 
possibility of opportunity cost of lost sales due to refusing to offer credit. As the firm 
increases the level of credit the credit costs increase wl.!le the opportunity costs of the 
loss of sales decrease. Therefore, the firm's management must compare the costs of credit 
granting against the opportunity cost of lost sales and set an optimal credit policy. It ends 
discussion on the issue of management of sales operations. 
2. E.2. Management of Cash collection operations 
It is known that almost every transaction of a business enterprise will eventually result in 
either the receipt or disbursement of cash. A firm is able to manage its cash collection it 
can create value to shareholders. As, it is discussed under the issue of managing 
investments in cash that managing cash collections requires speeding-up and controlling 
cash collections. 
Speeding-up cash collections A firm has to speed-up the collection of sales so that it 
earns income and uses the money sooner, for investment or paying bills and save future 
expenses. The methods that can be used to speed cash collection process include earlier 
billing, a lock-box system and concentration banking. Earlier billing: it is used to speed 
up the preparation and mailing of sales invoices internally and shorten the processing 
floats. It also accelerates the mailing of payments from the customer to the firm and 
shortens the mail float. A lock-box system is used to reduce the time during which 
payments received by the firm remain uncollected and to reduce the deposit or processing 
float. Concentration banking refers to firms, which use one central bank account instead 
of many small accounts in many banks. Firms that use a lock-box networking system and 
those receiving funds over the counter may normally have bank deposit balances at a 
number of banks. It is advantageous for the firm's cash concentration if all of these funds 
are held in one central location or concentration bank. 
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2. F. Performance management of working capital levels and operations 
Working capital management requires managers to decide what quantities of cash, near 
cash assets, account receivable, and inventories the firm will hold at any point in time and 
must decide how these current assets are financed. Managers have also to plan and 
evaluate whether actual performances are as per their expectations. 
There are techniques of measuring and evaluating a firm's performance in managing 
working capital operations and levels. Some of these performance measurements relate to 
financial and others non-financial criteria. According to Rappaport (1986) the non-
financial performance indicators include customer satisfaction and product quality, while 
the financial accounting related performance indicators, according to Scherr, (1989) are 
based on ratio analysis. For the purpose of this study researcher emphasizes on the later 
because they are to be derived from the financial statements of firms and it is possible to 
make inter-firm comparisons. Financial accounting related performance indicators are 
divided into those that help us to study working capital investment composition (asset 
structure), financing (liquidity and leverage) and operations (efficiency of activities and 
overall profitability). The interpretation of the financial statement ratios can be made by 
comparing ratios of the same firm of different years or ratios of the same year of different 
firms. 
2. F.l. Performance evaluation of working capital investment 
Performance of working capital investments can be evaluated the by analyzing asset 
structure and working capital investment composition. 
Assets structure ratios are used to investigate the composition of asset investment in 
terms of quality and quantity. There are three asset structure ratios which are very often 
used - working capital to total assets, inventory to working capital and receivables to 
working capital. Working capital to total assets is expressed in percentages and shows 
the amount of working capital in total assets. It is used to investigate whether such a 
composition is sound given the nature of the activities the firm is in, for example a 
wholesale firm should have a higher current asset composition compared to a 
manufacturer. The inventory to working capital ratio is expressed in a percentage and 
measures the composition of inventory in the current assets. A higher ratio may indicate 
slow moving or obsolete inventory. Receivable to working capital ratio indicates the 
Part II of the thesis 
Chapter 2: Managing working capital internally 68 
composition of receivables in the total current assets. A higher ratio may indicate 
problem in credit policy or lack of collection efforts. 
2. F.2. Performance evaluation of working capital financing 
The performance of working capital financing can be evaluated by studying a firm's 
liquidity position and short-term financing composition. Liquidity position measures the 
relative degree of certainty and ease with which an asset is converted into cash at no 
discount from full value. A weak liquidity position shows the inability of a firm to meet 
its current obligation and excessive liquidity ties up funds in current assets, which earn 
relatively less value. Liquidity ratio analysis is one of the most important devices used to 
study liquidity position and short-term debt financing. Liquidity ratios measure a firm's 
ability to pay its current debt by converting its most liquid or current assets into cash. It is 
also used to evaluate management's attitude towards liquidity risk. 
Liquidity ratios include mainly current ratios and quick or acid test ratios. The current 
ratio measures the firm's ability to pay its current liabilities by converting all current 
assets into cash, including, marketable securities, receivables and inventories. It is 
expressed in terms of the number of times the current assets can cover the current 
liabilities. A preferred current ratio is between 1 and 2 with a global norm of 2. If it is 
less than 1 the firm may face a high risk of technical bankruptcy and if it is more than 2, 
the firm will be foiegoing the opportunity of investing in more productive long-term 
fixed assets. The problem with the current ratio is that it mixes current assets and current 
liabilities of different maturity period. The quick ratio is an improvement over the current 
ratio because it excludes the least liquid assets (the inventories) fi-om the current assets. 
Inventory is excluded because it has to be converted to sales (usually very uncertain as to 
the occurrence and amount) to receivables and then to cash - a very long process. The 
preferred quick ratio is between 1 and 1.50 with a global norm of 1. Performance of 
working capital financing can also be evaluated the by analyzing leverage or short-term 
financing structure (short-term debt to total assets ratio) and working capital financing 
composition. Working capital financing composition can be evaluated by studying the 
composition of each short-term financing element (trade cirditors, short-term bank loans, 
bank overdrafts and others such as accruals of taxes, salaries, interest etc.). 
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2. F.3. Performance evaluation of working capital operations 
The performance of working capital operations can be evaluated by studying the 
efficiency of a firm's working capital activities (with activity ratios) and overall 
profitability (with profitability ratios). 
Activity ratios show the efficiency of working capital activities. They give insight into 
how fast the receivables and inventories are converted (turned over) to cash. They are 
also used to analyze the operational efficiency of a firm from the point of view of sales 
volume, inventory, credit terms, types of assets and volume of assets used. Frequently 
used ratios include, inventory turnover, receivables turnover, average receivables 
conversion period, working capital (or current assets) turnover and overall assets 
turnover. Inventory turnover is expressed in terms of times, this ratio indicates the 
rapidity with which inventory is turned over to cash through sales, a higher turn over 
indicates a better efficiency, a quick moving inventory and less capital tied-up. Low 
inventory turnover shows slow moving inventory possibly due to inefficient working 
capital management and/or poor buying and selling practices. Receivables turnover is 
expressed in times, it measures the number of times creu'^  sales or receivables is turned 
over to cash. High turnover indicates quick collection or a strict credit policy and low 
turnover indicates slow collection or a liberal credit policy. 
Average receivables collection period is expressed in number of days. It is the inverse of 
receivables turnover multiplied by 365 days. It measures "every how many days" 
receivables are collected. The smaller the collection period quicker the collection. The 
inventory conversion period is the length of time required to produce and sell the 
inventory. A smaller inventory conversion period means efficient and a faster sales 
operation. Operating period is a sum total of inventory and receivables conversion 
periods._ It is expressed in terms of days and measures the total length of time it takes to 
produce the inventory as well as to turn it into credit sales and then collect cash from the 
receivables. A shorter operating period shows an efficient working capital management 
and less capital tied up. An increase in the operating cycle without a corresponding 
increase in the payables deferral period, lengthens the cash conversion period and creates 
further working capital financing needs for the firm. Payables deferral period is 
expressed in terms of number of days and measures the length of time the firm is able to 
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differ payment on its various payables on purcnase of materials, wages and taxes. The 
longer the period payables remain unpaid the better. 
Cash conversion period is expressed in the number of days and represents the net time 
interval between the collection of cash receipts from product sales and the cash payments. 
The cash conversion period is the length of time that elapses from the period when the 
firm pays for materials it uses in its production cycle until it receives cash from the sale 
of its products. The length of time is important because the amount of working capital 
needed to finance the firm is related to the speed with which "input" is converted to 
"output" and payment is received from the sale of this "output" (Kaen, 1995). A shorter 
cash conversion period shows efficient management of the firms purchase and sales 
operations. Over all working capital turnover is expressed in times and it measures the 
capacity of working capital to generate the sales volume. A high turnover shows efficient 
utilization of working capital investment, effective marketing management efforts, and 
favorable business conditions. 
Profitability of over all operations Profitability ratios relate a firm's profit to sales, costs, 
assets, capital invested and financing costs incurred. They interalia include: gross profit 
margin, operating profit margin, return on total assets and return on equity. Gross profit 
margin measures the margin at the factory level and can be refined to operating profit 
margin by deducting operating expenses from the gross profit and dividing by sales to 
measure the overall profitability of the firm. Return on the total assets expressed in a 
percentage, it measures the profitability of all assets financed by both debt and equity. 
The return to equity can also be computed similarly by replacing total assets with equity. 
Problems with ratio analyses Financial performance analysis using ratios has some 
shortcomings. Particular problems occur on the standardization and objectivity of the 
resultant information. It is difficult to make intra-firm comparisons at different periods 
because the information may not be comparable because ratios being exceptionally good 
or bad as a result of exceptionally good or bad economic condition, the firm's inter-period 
changes in accounting policies and seasonality of operations. Inter-firm ratios may not be 
comparable due to differing accounting policies and other firm specific characteristics 
like the types and number of products, production technologj and production capacity, 
size in terms of number of employees and sales volume. The differences that arise as a 
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result of differing accounting policies can be solved using cash flow based evaluation. 
Though there may thus be problems to use the ratios in comparisons, it may be better to 
use some information on the ratios than no information at all. 
Cash flow based valuation and performance analysis Cash flow from operations 
reported on the statement of cash flows, indicates the excess amount of cash that a firm 
derives from operations after funding working capital needs and making required 
payment on current liabilities. 
The ratio used for this purpose is the cash flow fi-om operations to average current 
liabilities which has a global norm of 0.40 (Stickney 1996) '^. According to Stickney 
(1996), cash flow based valuation gives a better picture of a firm's operating efficiency. 
This is mainly because of two reasons. First, cash is the ultimate source of value, that is, 
when firms invest in resource they delay current consumption and it is the medium of 
exchange that will permit them to consume various goods and services in the future. He 
argues that a resource has value because of its ability to provide future cash flows. 
Second, cash serves as a common measuring unit of future bensfits and to compare future 
benefits of alternative operating and investment opportunities. Therefore, cash flow 
accounting becomes a viable alternative to traditional historical cost statements (Rees, 
1990)". This is so because cash flow statement is based on matching periodic cash flows 
and outflows, free of credit transaction and arbitrary accounting allocations. The change 
in firm values is dependent on the change in actual and expected cash flows. Future firm 
value can best be predicted by changes in current cash flows than current earnings. By 
using cash flow from operations it is also possible to overcome the deficiencies in using 
current assets as an indication of a firm's liquidity or ability to generate cash in the short-
term. 
2. G. Conclusion 
Firms are created to generate revenues for their owners in the long-term. However, the 
long-term value is a sum-total of short-term values. Working capital management takes 
care of the short-term value creation. Working capital management requires managing the 
short-term levels of investment and financing as well as operations of purchasing and 
sales. Managing working capital levels refer to the investment in cash, inventories and 
receivables as well as short-term financing sources such as trade credits and bank loans. 
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Managing cash levels can assist in creating firm value because it is important for 
transactions, precautionary and speculative purposes as well as for controlling the costs 
and the physical safety of cash collections and receipts. In crder to manage cash, a firm 
needs to plan and properly implement the above needs as well as the control mechanisms. 
It is only then that cash management can contribute to xhe creation of firm value. 
Materials and finished goods inventory management play similar roles. Managing 
materials inventory is useful to separate production and purchases so that there will be no 
need to purchase each time a good is produced and because it can help to hedge against 
supply shortages and for taking advantage of price changes and quantity discounts. 
Work-in-process inventory helps to make the production process smoother and more 
efficient by providing buffers between the various production processes. Finished goods 
inventory is used for two reasons. First: to provide immediate services to customers. 
Second: to stabilize the production process by separating production and sales. Both 
materials and finished goods inventory are important for purpose of transaction (for 
regular purchases and sales), precautionary (for unforeseen inventory shortages) and 
speculative (for reasons of price changes). But a firm needs to control the carrying and 
ordering costs of inventory as well as its physical safety. In order to manage inventory 
efficiently firms need to plan their needs and control mechanisms. Receivables 
management is, directly related to the credit sales policy. If a firm has credit sales policy 
it creates accounts i eceivables, in which case it needs efficient plans and controls using a 
number of alternative techniques and collection efforts. 
Working capital management also includes managing short-term financing sources 
mainly accounts payable and bank loans. Accounts payable results due to a firm's credit 
policy and bank loans mainly include overdrafts and short-term loans. Accounts payable 
may include the provision of discounts, in which case the firm should compare the 
benefit of the discount due to making early payments and the costs related to financing 
the payments. With regard to the bank loans, the bank serv ce charge and interest costs of 
overdrafts and short-term loans have to be compared with the benefits generated by their 
financing. 
However, liquidity and profitability management comes to the picture when a firm is 
faced with the dilemma of using short-term financing sources and investing in working 
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capital levels. Liquidity and profitability management requires fine-tuning because they 
have offsetting risk-profit effects. The combination of liquidity and profitability depends 
upon management's risk attitude, based on which it can use maturity matching, 
aggressive or conservative approach. 
In addition to m;inaging working capital levels a firm will also be concerned with 
managing working capital operations of purchases and sales. Purchase operations can be 
made on the basis of cash or credit. Cash purchases result in cash payments and its 
management is related to cash management. However, credit purchase needs a separate 
managerial issue that of establishing credit terms and standards as well as credit payment 
policy which is considered earlier in this section. Sales can also be made on cash or 
credit. While credit sales requires a firm to establish credit terms and standards, cash 
sales results in cash collection and its management is related to cash management. Credit 
sales results in accounts receivable, which may incluci.; a provision for discounts to 
motivate customers to pay early. This needs considering the costs (or income lost) due to 
the discount that could be taken by customers, the costs of financing the investment in the 
receivables and the costs of collection efforts and/or eventual bad debts. Overall, 
management should evaluate the efficiency of its internal management of working capital 
levels and operations. In order to do this, it can use financial and non financial criteria. 
The non-financial criteria could be based on product quality and customer satisfaction. 
The financial criteria could include financial ratio and cash flow analysis and be used to 
evaluate the efficiency of managing working capital operations (activity and profitability) 
and levels (investment composition and liquidity). 
It is therefore conclude that firms create value when the objective of working capital 
management is tailored to taking the necessary ris'. in the process of aspiring for value 
creation. Managing working capital levels and operations can emphasize on custody or 
value creation. Custody management is safeguarding a firm's assets and operations from 
theft and misappropriation as well as applying the operations as prescribed by control 
measures. Managing for value creation refers to management's ability to use the firm's 
working capital levels and operations such that they are applied in an efficient cost 
minimizing and revenue maximizing manner. Value management presumes management 
of working capital levels to decrease the holding costs of cash, receivables and 
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inventories, investing any short or long-term surplus cash as long as the firm does not use 
it. It also requires applying appropriate measures to minimize inter-firm transaction costs 
of working capital operations of purchasing and selling - a topic discussed in the next 
chapter (chapter 3). 
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Managing Working Capital Externally 
After introducing researcii in respect of its significance, development, problem, purpose, 
steps (to be followed to complete the research) and question framework (in order to 
implement the steps), we were in the course of answering each sub- question in detail by 
assigning a separate chapter to it. Chapter two was assigned to first theoretical sub-
question, in continuation chapter three is assigned to second theoretical sub-question 
1(b). The second theoretical sub-question that this rese '^-ch deals with is: "Discuss in 
detail available theoretical approaches of managing working capital externally that can be 
used to improve firm's value." So as to answer this theoretical sub-question, need is to 
discuss theoretical approaches of inter-firm co-operation and concept of value available 
in the literature, which is of relevance to working capital management in developing 
countries like India. But, let first start with the general introduction and back ground of 
managing working capital externally in section 3.A. Then it is continued with 
Rappaport's (1986) value network model in section 3.B, Porter's value chain model in 
section 3.C, Shank's and Govindarajan's value chain linkages in section 3.D, 
Williamson's transaction cost model in section 3.E, and lastly it is presented the essence 
of value measurement as it applies to case studies in section 3.F, then conclusion of the 
chapter in section 3.E. 
3. A. General introduction and background of managing working capital externally 
In chapter first, it was discussed with the help of the words of Rubin and Alvarez, that 
management in general and that of working capital in particular, has become a two-edged 
sword - internal and external. Internally, there is a use of various working capital 
approaches to maximize the benefits and reduce the costs of working capital. Externally, 
firm manages the firm's supplier-customer linkages such that the business-to-business co-
operation results in synergy effects on firm value. This is achieved by reducing inter-firm 
transaction costs and creates firm value in a win-win condition. It was also discussed with 
the help of the words of shank and Govindarajan (1993)' that in the modem period of 
globalization, managers can't concentrate only on the efficiency of their internal 
operations for proper working capital management. They also have to consider on an 
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important element of working capital management that is management of external 
linkages with the suppliers and customers. In chapter second, help of the Rappaport's 
(1986) model was taken to divide managing working capital internally into management 
of levels of investments in current assets and current liabilities and operations of 
purchasing and sales. In this chapter let take the help of the porter's value chain model in 
order to divide managing working capital externally into the management of firm-
supplier's and firm-customers linkages. This model is used to argue for this research that 
management of the firm's generic value activities particularly primary activities are the 
basis for its value creation. Primary activities consist of inbound and outbound activities. 
Focus in this research is on the inbound activities to study firm-supplier linkages and 
outbound activities for the firm-customer linkages. The model is also used to identify 
firm's inbound and outbound activities, which are of relevance for managing working 
capital levels of investments in current assets and liabilities and operations of purchasing 
and sales. In order to relate the Porter's value chain model and Rappaport's (1986) model 
of shareholder value network, Williamson's transaction costs model is used. With the 
help of these theories, in this research, it is tried to relate the objective of a firm to its 
value drivers, than its value drivers to its generic value chain activities (supporting and 
primary activities), than these generic value activities of the firm are related to its 
working capital operations and levels (transaction activities), finally these are related to 
the transaction costs. Therefore, for this research it is argued that it is possible to achieve 
Rappaport's corporate value objective (shareholder valie creation) by reducing 
transaction costs Internally as well as externally. Therefore, in this chapter, it is to start 
with discussion on the objective of a firm. 
The objective of a firm: In order to discuss the objective of a firm, take the help of the 
words of Ancona (1996)^. According to him, objective pursued by a firm depend upon 
the stockholder's interest. Stakeholders may be groups of individuals or organizations 
that play a role in the survival and success of the organization and who are affected by its 
activities. They include employees, unions, suppliers, customers, shareholders, creditors, 
government, local communities and even the general public. According to Rappaport, 
(1986) a firm, normally, has to satisfy many and sometimes conflicting objectives of 
these stakeholders. Therefore, a firm may pursue a number of objectives with the main 
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objective of creating economic value or profit maximization to the owners. One more 
reference that may be taken in this regard is of Galliger and Poe (1995)^. According to 
them, when investors bring a firm into existence they do so on the condition that manager 
will follow their wishes - to make profit and to increase their value in the business firm. 
But at the same time several reasons may also be collected why owners may also have 
objectives other than that of profit maximization. Let discuss two of them. First, some of 
the owners may be customers or employees of the firm and may expect the firm not to 
maximize profit but favor them with better prices and terms, adapt policies to protect the 
workers' jobs, pay higher wages and give on-the-job-bene/its. Second, the decision-
making stakeholders (owners and managers) may wish to maximize their portion of the 
flows rather than the total returns to all the stakeholders. But it is difficult to find out any 
universal agreement on the primary objective of firms. In this regard take the help of the 
argument of Copeland, KoUer and Murrin (1994)^. According to their argument 
shareholder value maximization is for instance commonly taken as firms' primary 
objective in the USA while balanced stakeholder value is taken as a primary objectives in 
Japan and Europe. Now, we have to decide the firms' primary objective for this research. 
Interest of the research is in making the research analyses more manageable and with the 
clarity of focus of objective. Therefore, it is assumed that firms decide their primary 
objective as to create shareholder value. As, firms' primary objective is limited to create 
only shareholder value, for this research. Therefore, it will be beyond the scope of the 
research to evaluate managing working capital levels and operations internally and 
externally from the point of view of all stakeholders. At this stage, it is required to 
remove a confusion that may exist between value added and value network. This may be 
done by airing the definitions of value added and value network adapted from McGrath 
(199)^ According to McGrath (1999), value added is defined as the difference between 
the total costs of raw materials and total revenue (average price times quantity sold). 
While, value chain is defined as an analytical technique, that concerns intra and inter-
organizational dynamics of value addition. It is a careful, piecemeal and low-level 
examination of how resources that enter a firm are processed into being value added 
goods and services. It can be used to identify key areas among organizational sub-units 
and independent organizations. With this brief discussion, it is end with the objective of a 
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firm. Next let discuss how firms can manage their affairs in order to create value with the 
help of the arguments made by the aforementioned authors. In this regard, starting is with 
the value network model. With the help of which, it will be able to link the firm objective 
of value creation and its value drivers. 
3. B. The value network model 
In order to discuss the value network, let take the help of Rappaport's theory on 
shareholder value network as it explains the linkages between the corporate objectives of 
value creation and its value drivers. But, why Rappaport's theory on shareholder value 
network is selected for this research? It is due to because he has developed a number of 
financial management approaches and basic principals applicable for managing working 
capital. Two of the most important of these principals are the objective of shareholder 
value creation and th i cash flow approach to decision making. According to Rappaport, 
shareholders have the objective of value creation because owners of firms hire managers 
to perform in order to maximize their wealth by generating profits. Therefore, one can 
say that criterion for shareholder value creation becomes a basic approach to formulate 
and evaluate firm's objectives. With the help of this model let try to demonstrate how 
management decision on value drivers and valuation components be used to create 
shareholder value. Rappaport's Shareholder value network is shown in figure 3.A. It 
consists of firm objective, value creation components, ^ alue drivers and management 
decisions. Firm's objective is to create shareholder value. Value drivers are defined as 
variables that help to create value and are taken as the building blocks by which firms 
create a product valuable to buyers. Model in the figure (3.A) shows the necessary link 
between the corporate objective and the basic value drivers. Value drivers for a firm may 
include sales growth rate, operating profit margin, income tax rate, working capital 
investment, fixed capital investment, cost of capital, and value growth duration. 
Valuation Components are defined as the factors used to measure the attainment of the 
corporate objective of firm value created. They may include cash flow from operation 
and the discount rate. Discounted cash flows from operations are used as a measure to the 
firm value. Cash flows from the operation reflect the result of the firm activities while the 
discount rate estimates the cost of financing. 
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But the system of value drivers, valuation components and firm's objective is based on 
good management decision-making. Management has to concentrate on three main 
decision categories - operating decisions, investment decisions and fmancing decisions, 
in order to create shareholder value. The changes in a firm's value depend on the 
decisions made by management on each value driver. 
Figure 3.A Rappaport's shareholder value network 
Firm objective Shareholder value 
Valuation components 
Cash flow from 
operation 
Value 
drivers 
Sales growth 
rate and 
duration 
Operating 
profit margin 
and income tax 
rate 
Mgt decisions 
I 
Level of working 
and fixed capital 
investment 
Operating 
decisions 
Investmen 
tdecisions 
Discount 
Rate 
i k 
Cost of debt 
and equity 
capital 
financing 
iL 
Financing 
decisions 
Operating decisions refer to the decisions with respect to the value drivers that may 
include purchase of materials, the production process and the sales of finished goods. 
Operations also include other supporting activities like promotion, advertisement, 
distribution, product mix, and pricing. Which alternative operating decision to apply by 
the firm's management depends on their effect on the amount and the length of the period 
that sales grow as well as their effect on the profit margin net of tax? Investment 
decisions refer to managerial decisions on the value drivers that may include capital tied-
up in working capital (cash, receivables, and inventories) and fixed capital (buildings, 
machinery, equipment etc.). Which investment type to choose by the firm's management 
depends on the investment's effect on the cash flows fro.Ti operations? Financing 
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decisions refer to what financing sources to use - debt (short or long-term) or owners' 
equity. Which type of financing source to use according to Rappaport depends on the 
costs of the components? Therefore, according to Rappaport's shareholder value network 
model, a firm can achieve its objective of creating shareholder value by making 
management decisions on value drivers. It can also check achievement of objective with 
the help of valuation components selected by the firm. Therefore, a firm should be very 
cautious regarding selection of value drivers and valuation components. It ends 
discussion on value network model. 
3. C. The value chain model 
In order to discuss the value chain model, take the help of Porter's value chain model; it 
gives the model of generic value chain activities. It explains the firm's support and 
primary activities. 
Porter's value chain model: According to Porter, if a firm wants to remain competitive, 
it has to manage costs effectively and this requires a broad approach, internal and 
external to the firm, that he calls the value chain. Therefore, by the words of Porter, the 
value chain consists of the interconnected value creafing activities of a firm, starting with 
activities related to the purchase of basic raw material sources from suppliers to 
delivering the product to ultimate consumers. Similarly, ake the help of Porter's 
statement in order to define the objective of value chain strategy. According to Porter 
(1985)^ the objective of a value chain strategy is to increase competitive advantage of a 
firm through cost minimization, product differentiation, lower transaction costs, 
improved co-ordination between firms in the value chain, improved performance and/or 
reduced uncertainty. If one goes through the Porter's value chain theory, he will come to 
know that a firm is considered to compose of discrete but related internal and external 
activities, including aspects like product design, purchase of materials from suppliers, 
production and sales to customers, and Porter's value chain model provides a method of 
breaking down these value creating chains of activities into strategically relevant 
activities in order to understand the behavior of costs and the sources of differentiation 
(see also discussion on working capital and value chain). 
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3. C.l. The value chain activities 
As discussed earlier that if a firm wants to remain competitive, it has to manage costs 
effectively and this requires a broad approach, internal and external to the firm. 
Therefore, the success of the firm depends upon how efficiently it manages its internal 
and external activities. Porter's has divided these activities into primary and support 
activities. 
Fieure 3.B. Generic value chain activities 
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Primary activities: Porter has defined primary activities as the activities that are involved 
in the product physical creation, sale, transfer and after sales services. According to 
Porter, the firm's primary activities are divided into inbound logistics and outbound 
logistics. Inbound logistics may include operations, related to production, and outbound 
logistics may include maiketing and sales and after sales service. Inbound logistics can 
also be defined as the activities associated with receiving raw materials purchased as well 
as storing and distributing them to production. In the case of working capital related 
inbound logistics they may include material handling, freight-in, storing, inventory 
control, vehicle scheduling, administration and payments to the suppliers. Production 
operations may include transforming material and other inputs to the final product and 
also machining, packaging, assembly, equipment maintenance product testing and facility 
operations. Outbound logistics may be defined as the avHvities related to collecting the 
finished product from the production process, storing and physically distributing the 
product to customers. In the case of working capital related outbound logistics they may 
include fihished goods warehousing and handling, delivery vehicle operation, order 
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processing, freight-out and inventory control. Marketing and sales are activities related 
to convincing buyers and to provide them with information so that they purchase the 
product. Marketing and sales activities include advertising, promotion, sales force, sales 
channel selection and pricing. 
After sales services may be defined as the activities related to providing after sales 
service to customers in order to maintain values to the product. The after sales service to 
customers include activities such as installation, repair, customer training, parts supply 
and product adjustment. 
Support activities According to Porter, support activities are defined as the activities that 
help the primary activities and each other. They include firm infrastructure, human 
resources development, technology and/or research development and procurement. If, 
considered individually, then Firm infirastructure includes activities such as planning, 
finance, accounting, legal advice, and quality management. Human resource 
development activities are related to employee recruitment, hiring, training, development 
and compensation of all types of personnel. Technology development activities are the 
efforts made to improve the product or the production process such as the creation of 
know-how, procedures, computer programs and work automations, communications, 
basic research on product design and servicing procedures. Procurement activities refer 
to the purchasing of inputs used in the firm's value chain but not the purchased inputs 
themselves. After studying Porter's division of firm's internal and external activities into 
primary and support activities and discussing them in detail, we, now, come to the final 
objective of Porters value chain model. It is to establish efficient and value creating 
linkages among the chains of a firm's primary and support activities. A firm can create 
this value by minimizing costs and becoming a cost leader or by differentiating a firm's 
products from the products of competitors and generate profit that competitors cannot. 
For research purpose, concentration is more on the primary activities of a firm in order to 
have a focused study on the issues related the primary activities. There is also an opinion 
that the working capital levels and operations are more directly affected by the primary 
than by the support activities. 
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3. C.2. Working capital and value chain 
In order to discuss the link between value chain and working capital, let take the help of 
Rappaport's model. Before showing the link between value chain and working capital, let 
try to know how and what Rappaport developed. Rappaport developed a model in which 
he categorized the operating expenses by primary value activities rather than the 
conventional accounting system. For this, he made the argument that the conventional 
accounting system combines costs that belong to different value activities or sepaiates 
costs that belong to the same value activity. He uses the model to adjust the conventional 
accounting operating profit to operating profit based on the value chain, which is the cash 
flow from operations. Cash flow is computed by adding back the non-cash expenses to 
proflt after tax and deducting increases in net working capital and capital expenditures, 
which according to Rappaport is the more objective measure of value created compared 
to the conventional operating profit (See Table 3.A). Furthermore, Rappaport also 
improved Porter's strategy for competitive advantage by adding two basic steps involving 
competitive analysis that have to be performed before identifying competitive advantage 
- assessing industry attractiveness and evaluating business competitive position within an 
industry. 
According to him, industry attractiveness depends on the bargaining power of suppliers 
and customers, threat of new entrants and substitutes and rivalry among existing firms. 
Competitive position within industry is evaluated by studying the industry segmentation, 
including its characteristics and the firm's position within it. Therefore, it can be 
concluded that assessing industry attractiveness and evaluating business competitive 
position within an industry enables managers to Identify the firms' competitive advantage 
in terms of cost leadership and differentiation. According to Rappaport, the shareholder 
value approach that applies value drivers (operating, investment and financing value 
drivers) management is used to evaluate if the chosen strategies are creating sustainable 
competitive advantage. After discussing how and what of Rappaport's model, let discuss 
on link between value chain and working capital. In order to develop the link, primary 
activities of Porter's model have been taken as basis because \X is mentioned earlier that 
the working capital levels and operations are more directly affected by the primary than 
the support activities. 
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Table 3.A links between value chain and working capital 
Primary activities 
Inbound 
development 
Production 
Operation 
Outbound 
logistics 
Marketing and 
sales 
After sales 
services 
Working capital operations 
Purchases Production Sales Sales Sales 
Cost of production and operating expenses of related working capital activities 
Materials 
handling 
Freight-in 
Administrative 
Processing 
Assembling 
Testing 
Packaging 
Materials 
handling 
Warehousing 
Freight-in 
Administrative 
Sales force 
Advertising 
Promotion 
Administrative 
Installation 
Training 
Maintenance 
Returns 
Working capital levels 
Raw material 
inventory 
W ork-in-
Process 
inventory 
Finished goods 
inventory 
Accounts 
receivables 
Parts inventory 
Service 
receivables 
Corresponding to primary activities (inbound and outbound) research has developed 
working capital operations and levels, and it has also mentioned cost of production and 
operating expenses of related working capital activities. In this way a link between the 
value creating activities and working capital activities can be developed for a firm. This 
relation is developed in the form of a table (Table 3.A). So, after discussing about value 
chain, objective of value chain strategy, value chain activities and link between value 
chain and working capital activities, discussion is end on value chain. 
3. D. Value chain management: 
With the reference of Porter, discussion was about value chain that value chain consists 
of the interconnected value creating activities of a firm, starting with activities related to 
the purchase of basic raw material sources from suppliers to delivering the product to 
ultimate consumers. Therefore, Porter's value chain activities are inter-dependent and 
connected by linkages and these linkages are the relationships between the activities are 
performed. These linkages between the activities exist and play the role when the 
performance of one activity affects the efficiency and effectiveness of others. Taking the 
help of the words of Ttrombly (2000)' in order to define value chain management, one 
can say that value chain management is managing integrated information about product 
flow from suppliers to end users to reduce defects and inventories, speed time to market 
and improve customer satisfaction. Similarly with the help of the words of Shank and 
Govindarajan (1993), one can say that whether or not a firm can develop and sustain 
strategic advantage in terms of differentiation or cost advantage or differentiation-with-
cost depends fundamentally on how it manages its value chain linkages. Value chain 
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linkages refer to a firm's management of its value chain relative to the value of its 
competitors. Moreover, Shank and Govindarajan (1993), describe that value chain 
linkage concept is based on two directional profit improvement areas - internal (intra-
process and inter-process) and external (backward with suppliers and forward with 
customers). But, in order to exploit both internal and external linkages, according to 
Porter, require co-ordination of activities that cut across the conventional organizational 
lines of authority. 
3. D.l. Internal Value Management 
The internal value chain refers to the interconnected value creating activities within the 
firm. If we refer to Shank and Govindarajan (1993), they divide these activities into intra-
process and inter-process. The infra-process linkages can be defined as the connections 
within a process of activities of a firm's unit and within the value chain of business unit 
intra-process linkages are concerned with increasing the efficiency of primary and 
support activities within the firm. They deal with handling a firm's linked processes of 
purchasing, manufacturing and marketing, such that every process helps the other 
processes directly cor nected to it. It recognizes that the individual value activities within 
a firm are mutually dependent to each other and that they have to be managed 
concurrently. The inter-process linkages can be defined as the connections across 
processes of activities producing different products or services. Inter-process value chain 
linkages within the firm across business units refer to managing the internally 
independent activities 6f the firm, which do not have a common process. This approach 
recognizes that developing a competitive advantage through linkages across a business 
unit's value chains within the firm can create value. If, eximple of credit sales is taken, 
management has to set alternative sales terms, standards and it has to evaluate customers' 
relations. How internal value chain can be developed? In order to answer the question, let 
take the help of the words of Shank and Govindarajan (1993). They propose three steps to 
follow in applying a value chain methodology. First, Identify the industry's value chain 
and assign costs, revenues, and assets to value activities. Second, diagnose the value 
drivers regulating each activity. Third, develop sustainable competitive advantage; either 
through controlling cost drivers better than competitors or by reconfiguring the value 
chain and/or creating product differentiation. 
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3. D.2. External vak e chain manage nent 
As discussed earlier that there are linkages within a firm value chain - intra-process and 
inter-process linkages and these linkages help to improve the efficiency and effectiveness 
within the firm. Similarly, linkages also exist between a firm value chain and the value 
chain of buyers and suppliers and these linkages can help in order to jointly optimize the 
performance of their activities to create value with synergetic effects. Therefore, buyer-
supplier relationships are not a zero sum game where one gain at the expense of the other 
but it is a relationship in which both can gain. Let refer he discussion to the words of 
Heck and Zuurbier (1989)', in order to define external value chain. It is a form of quasi-
integration between vertically related firms. It refers to the activities done with the firm 
external environment (between the firm and other firms). It may include backward 
linkages with suppliers and with suppliers of suppliers and forward linkages with 
customers and with customer of customers. Therefore, with the help of supplier value 
chain the firm can create and deliver the purchased inputs used in a firm's internal value 
chain, while with the help of the customer value chain firm can take a firms product and 
determine the value created by the firm. If discussion is referred to Shank and 
Govindarajan (1993), it will come to know that how a firm can create value by managing 
its external linkages. They argue that by carefully managing the relationship between the 
firm and its external linkages, transaction costs can be reduced and operational efficiency 
achieved, thereby creating firm value. According to Porter, External value chain analysis 
is used to understand the relationship and associated costs between the firm and its 
external linkages in order to maximize the value delivered to the customers. Porter also 
stated that it aims at developing a co-operative advantage through linkages between a 
firm's value creating activities and those of its suppliers and customers. As, this research 
is concerned with the issue of managing working capital levels and operations internally 
and externally. Therefore, attempt is to discuss the issue of value chain management with 
respect to this research issue. 
Managing working capital levels and operations internally can have a positive effect on 
performance if firms try to synchronize their internal management with that of their 
buyers and suppliers. This external management of firms with that of their buyers and 
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suppliers can eliminate unnecessary costs of working capital operations of inter-firm 
transactions as well as costs of carrying short-term investments and financing. Therefore, 
a firm can develop inter-firm co-operation with their suppliers and customers with the 
help of management of linkages (external) with them. This inter-firm co-operation can be 
used to establish value network (as explained by Rappaport) and strengthen the value 
chain (as explained by Porter). A firm can use its co-operation with its suppliers in 
purchasing and materials inventory management and with customers in selling and 
finished goods inventory management. It may help the firm in order to minimize the need 
to keep unnecessary levels of cash and inventories and eliminate unnecessary purchasing 
and selling activities. In this way the firm would be able to reduce the costs of inter-firm 
transactional relations and lowering of the carrying cost of working capital levels. By the 
words of Helper', with this inter-firm co-operation customers and suppliers can benefit 
substantially form a knowledge and co-operation with each other. Costumer can benefit 
from reduced transaction costs, improved quality, and speed of communication and 
process performance. 
Supplier's 
supph'ers 
The value cres 
4 
ition a 
Suppliers 
pproach 
4 THE FIRM 
1 i 
• 
Customers 
— p 
Customer's 
costumers 
Raw materi|ls R «fc E^  Manufacturipg Marketirjp Distribution Service 
(Starts at PURCHASES - too late) (Stops at SALES - -too early) 
The traditional approach of value creation Figure 3.C: The value creation approach 
Supplier can benefit from stable sales and reduced level of working capital investment 
and their costs. With this discussion on value chain management with respect to 
managing working capital levels and operations internally and externally, it is obvious 
that external value chain management is quite helpful and necessary for a firm to create 
value for it. 
In continuation to this, it is desired to discuss an important study made by Shank and 
Govindarajan by comparing the traditional treatment of value addition management and 
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Porter's value chain management. According to Siiank and Govindarajan (1993), the 
traditional treatment of value management, in contrast to the value chain linkage 
approach, takes the value added perspective and focuses on the internal activities of the 
firm. They argue that the traditional value added approach Ptarts by managing value from 
payments to suppliers (purchase), and ends up at charges to customers (sales). Therefore, 
the objective of this approach is to maximize the difference between revenues and 
expenses of the firm in the short-term. But, as identified by Shank and Govindarajan 
(1993), this value added approach starts too late, because it begins value management 
with purchases, and, therefore, miss all the opportunities for exploiting linkages with the 
firm's suppliers. Similarly, it also stops too soon, because it ends-up at sales and misses 
all the opportunities for exploiting linkages with the firm costumers. With this discussion 
it is clear that Porter's value chain approach is better than traditional approach to value 
creation. 
After this, the important thing for discussion in this regard is how a firm can use inter-
firm co-operation, within the context of working capital management, using the concepts 
of value chain methodology. Let discuss the issue under the head of developing external 
value chain co-operation. 
Development of external value chain co-operation for a firm: As the competition is 
increasing in every industry, it has brought about major changes in linkage management 
of firms, forcing them to maintain close interaction with both suppliers and costumers. If 
the firms want to position themselves in a competitive environment, the linkage 
management approach argues that the}' should establish and develop their suppliers and 
costumers linkages firmly. Now, the question arise that in what way firms should link 
with their suppliers and costumers and what should be their objectives for linkage. In this 
regard one can say that firms should mange their relations with suppliers in such a way 
that linkage shaped help them to make more efficient their activities by following the 
plans of cost leadership and differentiation strategies so that both the firms and their 
suppliers benefits. Researcher can give the argument for this that if the firm and its 
suppliers' co-ordinate their activities they can make value .vith synergetic effect on both 
sides. In respect to the costumers, firms should mange their relations with them in such a 
way that linkage shaped help them to perceive the competitive strategy of the firm in 
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terms of lower prices with equitable quality (cost leadership) or the benefit of product 
differentiation worth of paying a premium price. For this, firm's approach to the linkage 
with the costumers should also in proportion to its approach to the linkage management 
with suppliers. If the firm wants to attain a high-level performance in terms of cost, 
quality and time to market, it turns out to be even more reliant on the quality and 
effectiveness of the firm's co-operation with suppliers and costumers. 
If the inter-firm relations are looked in the present scenario it has changed greatly due to 
new organizational configurations emerged like strategic alliances, partnership and 
network of firms. By the words of Petroni (2000)' relationship between buyers and 
suppliers are usually positioned between two extreme poles "adversarial and 
collaborative". As the inter-firm reliance is increasing on economic, technological and 
commercial factors, the relationship between suppliers and customers are moving 
towards more collaborative forms. Why it is so. According to Petroni (2000), it is due the 
factors that bring the buyer and supplier closer to each other. The factors, he includes, 
may be the influence or urgency of the costumer end the reliance of the supplier, a firm's 
technological and organizational competencies as we!I as performance in a products 
price, quality, delivery, reliability and flexibility. In order to look at the importance and 
benefits of the inter-firm co-operation, let refer the discussion to the words of Rubin and 
Alvarez (1998)'°. According to them, the co-operation that gives for opportunities for 
business LINC (learning, information exchange, networking and collaboration) can 
determine the difference between success and failure. Rubin and Alvarez also attribute 
the benefits that smaller and bigger firms get as result of co-operation with each other. 
The smaller firms may get the benefits of receiving technical advice, enhancing 
management development, leveraging core strengths, assessing sources of financing and 
entering into subcontracts and joint ventures, by co-operating with larger firms. The 
benefits that large firms may get by co-operating with smaller firms are: reaching new 
markets, partnering with nimble firms, cultivating a world class supplier base, flourishing 
in industries that call for inter-firm collaboration and creating stronger business 
environment. 
When, firms decide to develop external value chain co-operation. Firstly, they face the 
problem of selecting potential partners for external value chain linkages. Therefore, firms 
Part II of the thesis 
Chapter 3: Managing working capital externally 92 
have to make an analysis on supply side and market opportunities. In order to discuss the 
issue let take the help of the words of Rubin and Alvarez (1998). According to them, 
business-to-business co-operation starting with existing suppliers and sales channels and 
extending to new suppliers and sales channels can increase competitiveness. However, 
before starting business-to-business co-operations, firms have to make an analysis of their 
supply side and market opportunities. On the supply side firms have to seek strategic 
value that a firm can provide - such as freight-in advantages, small production runs, faster 
results of research and development, and greater ability to integrate employees and 
production lines. On the market analysis side firms have to look for firms that have value 
added role to services - like the ability to service small markets with lower overheads, 
make introductions to new customers, provide more detailed customer knowledge about 
niche customer segments, and reach newly expanding customer segments. When the 
firms have finalized their potential partners for external value chain linkages, they have to 
choose appropriate external value chain management strategies. By the words of Rubin 
and Alvarez for the selection of appropriate external value chain management strategies, 
the strategies that firm can use for implementing business-to-business co-operation 
include: one-on-one technical assistance and consulting, classroom and group training, 
peer groups and board of advisors and sales channel developments. 
The strategy. One on one technical assistance and consulting, can be used to attain 
business to business co-operation to fit into the recipient's unique phase of business 
growth, sector and location if particular steps are taken between consulting meetings in 
order to confirm that the relationship is creative. The strategy, Classroom and group 
training, can be cost-effective to educate groups of business owners. Businesses can open 
their in-house classroom training to outside firms in the form of firms offering quality 
management classes for their suppliers and customers. The strategy, Peer groups and 
boards of advisors, can help business firms to build up skills to solve business problems 
by drawing on networks of people outside the business. The most effective settings are 
participatory connections between firms at various levels (from executive to senior staff 
to shop floor managers), within the same industry, or in complementary industries. The 
strategy. Sales channel development, can be used to raise the sales of both firms 
partaking in the business-to-business co-operation. Sales channels refer to any mediator 
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firm between the manufacturer and the eventual consumer including dealers, distributors 
and franchises. 
Rubin and Alvarez also said that, the strategies used for supplier development such as 
adapt-a-supplier, joint venturing and executive grooming can also be used for developing 
new sales channels. After selecting potential partners and choosing appropriate external 
value linkage management strategy, the firms have, next, to work for the basis of inter-
firm co-operation. According to Hakansson and Johanson, a network of inter-firm 
business includes actors, activities and resources. The actors include individuals and 
organizations controlling certain resources and activities. They make decisions, which is 
subject to bounded reasonableness. The activities are inter-connected and make chains 
with each other formng networks of activities and one activity is dependent on another 
a<'.tivity to be performed. The resources, which according to Kock (1992)" may include: 
personnel resources, software resources, hardware resources, organizational resources 
and capital resources. Personnel resources are required to run the organization by 
making decisions and establishing and maintaining relationships with others both inside 
and outside the organization. 
Software resources include know how of all functions. The term software resource is 
commonly used for knowledge of both hardware and software. It, generally, includes 
technology, knowledge of manufacturing process, machinery, and marketing as well as 
knowledge of buyers and suppliers. Hardware resources include tangible assets such as 
machinery, buildings, equipment etc. Organizational resources include organizational 
structure, objectives and culture. Organizational structure recognizes the firms potential 
towards interacting with partners, how customer oriented the firm is, how fast decisions 
can be made, empowerment etc. In inter-firm business networks the partners adapt their 
organizational structure to each other as mutuality and trust make it necessary. 
Management objectives are very vital in managing and directing business activities. 
These objectives provide individual members of the firms with something to aim at and 
inspire them. However, objectives do not severely have profit maximization as a central 
focus, otherwise transaction partners will probably act opportunistically, which might 
lead to conflicts with each other. By the words of Wheelen and Hunger (1992)'^ an 
organization's culture consists of beliefs, expectations and values learned and shared by 
Part II of the thesis 
Chapter 3: Managing wprkina capital externally 94 
individuals. Usually, it is experienced that culture is transferred from senior to junior 
managers in tiie firm. Tiie culture is, very rarely, recorded; rather it is defined according 
to informal rules or norms. Also, culture reflects the goals, ;trategies and policies of a 
firm. It is the identity of a firm and can to some extent be explained by its past history. 
Capital resources mostly from stocldiolders, financiers and banks are of great importance 
and usually have to be obtained through long-term relationships because few firms have 
the ability to internally raise substantial amounts of it. Therefore, the firms can find the 
bases of co-operation with their suppliers and costumers from actors, activities and 
resources of inter-firm business network. Now, let move to the final issue of the 
discussion in the context of value chain management i.e. key factors in successful inter-
firm co-operation strategies. We may take the help of the words of Rubin and Alvarez, in 
order to discuss the factors that contribute to the success of inter-firm cooperation. 
According to them, the inter-firm relationship must be mutually beneficial (a win-win) 
for both firms. The benefits, for both the firms, come over a long period and often in 
surprising ways. The best inter-firm co-operation merges several approaches and 
sequences them to provide the participants with multiple opportunities to learn. From the 
starting, both firms should have a clear definition of their objectives and expectations, 
with truthful and frequent communication. The firm must be committed to the 
relationship at both the top management and staff levels, with suitable inducements. If, 
firms assess their needs in the beginning of the relationship, it will improve the match of 
the skills and resources between the firms. Effective business advisory strategies adapted 
to the firm's size, industry and phase of growth. Firms should be selective in assuring that 
their inter-firm co-operation partner is ready, willing, and able to make the relationship 
work. 
Intermediary organizations can be helpful in matching and supporting inter-firm co-
operation. Successful inter-firm co-operation eventually elies on successful personal 
relationships. With this, let end the discussion on value chain management. During the 
discussion researcher studied, value chain, value chain management (internal and 
external), internal value chain, development of internal value chain, external value chain, 
external value chain management, external value chain management with respect to the 
management of working capital levels and operations internally and externally. 
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development of external value chain co-operation, selection of potential partners for 
external value chain managenAent, available strategies for external value chain 
management, the bases for inter-firm co-operation, key factors in successful inter-firm 
co-operation strategics. After describing this much for value management and 
specifically for the external value chain management with respect to the management of 
working capital levels and operations internally and externally, it is yet know how 
working capital levels and operations are affected in the inter-firm relationships. As 
discussed earlier in short that affect of inter-firm relationship will cause to reduce inter-
firm transaction costs. Therefore, in order to become more specific and study the benefits 
of the linkages, discussion will be focused on the concepts of transaction costs. 
In this section of transaction costs, the theoretical model of transaction costs as well as its 
implication for managing working capital operations and levels is discussed. It is already 
argued for this research that firms can create vaiae by properly managing transaction 
costs of their backward linkages with suppliers and forward linkages with costumers. 
3. E. A theory of transaction costs on working capital 
According to Williamson (1985)'^ a transaction is the basic unit of economic activity 
where one party concurs to make an action in returns for equitable reciprocal value. 
Williamson also stated that a transaction occurs if a good or service is transferred across a 
technological separable interface and can therefore occur with in the firm (hierarchy) or 
out side the firm (market). By the words of Coase (IPS?)'"* and Williamson, for 
transaction cost, firms exist because there are transaction costs of using the price 
mechanism in the market. Therefore, firms exist in order to reduce these transaction costs 
by developing distinctive competencies. By the words of Milgrom and Roberts (1992)'^ 
product costs are, generally, divided into costs of production and costs of transaction. 
With reference to Sako (1992)'^ production costs consist of cost of labor, material and 
capital while transaction costs include: governance costs of transaction, such as costs 
incurred while negotiating prices, drawing up contracts, monitoring quality and building 
up trust. Both these costs should be minimized, in order to be competitive, by the firms. 
As the focus of the research is on the inter-firm transactional relationship, therefore, it 
primarily concentrates on the transaction costs. But, besides of this some focus is also be 
on production costs. How in fact transactions are generated? It can be answered with the 
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help of the words of Douma and Shreuder (1992)'"'. According to them, transactions are 
created due the division of labor and specialization. In the same regard, Milgrom and 
Roberts (1992) stated that divisions of labors create opportunities for specializations, 
which in return necessitates co-ordination of economic activities. Generally, producers, 
sellers, buyers and consumers are different from each other with respect to their 
specializations. This will necessitate some effort and resources not only for producing the 
goods and for shipping them to consumers, but also for affecting the exchange of 
transactions. Effecting the exchange of transactions include, identifying potential buyers, 
describing the goods to them, setting the terms of trade, transferring the property rights 
and finalizing the transaction through an exchange '^ f values. 
With this much of discussion on transaction, transaction costs and exchange of 
transactions, attempt is to discuss the ideas behind the tiieory of transaction costs on 
working capital. Let take the help of the words of Heck and Zuurbier (1989) in this 
regard. According to them, the basic idea behind the theory of transaction costs is that the 
characteristics of a transaction exchange determine the type of efficient governance 
structure in inter-firm and intra-firm linkages. Williamson in this regard stated that the 
prevailing environment and behavioral dimensions affect the extent of transaction cost. 
With respect to the firms' environmental dimensions, transactions differ in some basic 
characteristics such as asset particularity, frequency and volume, intricacy and 
uncertainty, possibility of performance measurement, connectedness to other transactions 
and number of potential transaction partners. Moreover, according to Williamson, in 
addition to the environmental dimensions of transactions, transaction costs theory is also 
based on the idea that human being are bounded rational and sometimes display 
opportunistic behavior. While people try to be rational, their ability to do so is limited 
due to behavioral uncertainty, which relate to the intention and competencies of 
transaction partners that may affect the execution of agreements and outcomes of their 
co-operation. The possibility for this follows the volatility cf conditions and asymmetric 
information of transaction partners. Nobody is equally opportunistic, but the possibility 
of opportunism exists and prior to a relation one does not know to what extent it may 
arise. According to Williamson (1985), Van Der Meer-Kooistra and Vosselman (2000)'^ 
in the process of exchange one can distinguish between three stages of a transaction: 
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contact, contract and control or execution. In section (3.E.2) focus on the external 
dimension of firms' transactional relation and in particular on the costs of contact, 
contract and control. 
3. E.l. Transaction costs perspective for working capital operations 
If a firm wants to manage its transaction costs for working capital operations, it has to 
design the management of value chain approaches so as to efficiently reduce the costs of 
assets specific transactions. Therefore, the firm has to concentrate on asset specific 
situation and transaction specific assets. In order to c^ jfine the asset specific situation and 
transaction specific assets with respect to this research, help of the words of Williamson 
may be taken. According to Williamson, there are a number of condifions that may create 
the situation of asset specific transactions. For research purpose of working capital 
management the pertinent state of affairs is the asset specificity shaped due to dedicating 
assets to a transaction, which refers to the nature of investment that the parties must make 
with that asset in mind. According to Williamson, an asset is a transaction specific, if it 
cannot be applied to an alternative use without a significant reduction in the value of the 
asset. In case of asset specificity, partners to the transaction become dependent or locked-
into each other. The producer looses value if the transaction is discontinued after 
committing to an investment required to produce only a specific product on the demand 
of a specific customer. The goods produced for a particular customer may not have any 
other use for the firm's other customers. Therefore, the products' value will be highly 
decreased if the customer decides to discontinue the relation. By the same logic, where a 
firm produces for the general market, first they may have inter-firm transactional 
relations with many alternative partners. However, according to Williamson, regularly 
transacting for an extended period of time with one of the customers creates an asset 
specific relation due to the characteristics of small numbers transacting. Breaking up with 
this relation and starting a new one results in transaction costs of switching and this 
forbid them from breaking-up their relations. Therefore, in order to minimize this 
potential loss firms may have to incur transaction costs of ex-ante screening and ex-post 
safeguarding measures. With this discussion on assets specific situation and transaction 
specific assets, let move to transaction costs economics and purchase decisions. 
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Transaction costs economics and purchase decisions: 
Firms' purchase operations can create asset specific relations with its suppliers. When 
firms make repeated purchase with the same supplier habituation can be created and, 
therefore, the control over the purchase operations can be loosened. 
Regular purchasing from the same supplier may affect a firm's inventory, management: 
timing of orders, safety level held, order level etc. When a certain number of transactions 
have been made, among the firm and supplier, the supplier will build confidence with the 
firm and will not apply stringent controls over credit validity due to trust having been 
built. If these relations between them discontinue there will be certain switching costs 
incurred by the firm and suppliers. The routine ordering, purchasing and receiving 
process, between the firm and supplier, may generate trust and it may decrease the 
transaction costs in the firm's purchasing, receiving and storing departments. If the firm 
makes its purchases from a new supplier, the purchase procedure of collecting 
information, processing the comparison among the potential suppliers, negotiating the 
terms of sale as well as inspecting the goods upon arrival will take time, money and 
effort. These activities increase the transaction costs of switching the purchase from 
another supplier. So, firms will normally not shift from one supplier to another, because it 
will mean increasing transaction costs. Similar explanations could also apply to the firm's 
relation with its bank as a financial supplier. In the same way, let try to explain 
transaction costs economics and sales decisions. 
Transaction costs economics and sales decisions: when the firm makes routine and 
repetitive sales to its costumers, it connects the firm and its costumers so much that 
results in trust between them due to assets specific transaction conditions and also the 
habitual management through co-operation. The establishment of such a close connection 
between the firm and its costumers will cause to by-pass the routines of sales particularly 
the credit sales, such as ex-ante transaction costs of negotiating, drafting and 
safeguarding the credit sales agreements and therefore w:ll decrease the related 
transaction costs. After being confident of its costumer's credit worthiness, the firm will 
respond to a costumer with favorable credit terms. It will offer its customers higher 
discounts (in terms of both quantity and cash) and longer credit periods. It will use the 
informal open account as instrument for the proof of credit granting and absolute 
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ownership transfer rather than consignment or conditional sales. The information 
required by the firm to assess the future credit application by the buyer will be less and it 
comes from cheaper sources. The firm can use its own experience with the buyer and 
analyze the buyer's financial statements, rather than using expensive information sources 
like customer visits or buying information from credit information supplying firms. The 
cumulative effect of all these positive experiences will be that repeated transaction 
relations of a firm and its customers create conditions of asset specificity and trust as well 
as potential costs of breaking the relationship. 
3. E.2. The phases and costs of effecting transactions 
In order to define the phases and the parts of transaction costs under a market system, let 
take the help of the words of Williamson. According to him, transaction costs under a 
market system, in line with the phases in which they occur, are divided into three parts: 
costs of contact (or ex-ante costs), cost of contract and cost of control (ex-post costs). 
Other distinctions can also be made with the help of the words of Sako. But for the sake 
of this research categorization of transaction costs by Williamson is adapted. In the 
contact phase of a tiansaction, partners to be involved in a transaction search for an 
opportunity to meet because before the arrangement of a contract one must find a partner. 
They encounter each other and create mutual relations of a transaction partnership. By the 
words of Knorringa and Knox (1992)", one can say that this phase helps transaction 
partners to determine why they meet, how they meet, and what their mutual status is. 
Potential buyers and sellers, in order to get together and transact with each other, need to 
know each other's existence and location. Me^inwhile, they create ex-ante cost of 
contact. By the words of Nooteboom (1993)^°, ex-ante cost of contact are the costs that 
occur before the transactions take place and they include search costs for the buyer and 
marketing costs for the supplier. Search costs of a buyer can be defined as the costs 
incurred for becoming aware of a need and the possibilities of fulfilling it, searching for 
fitting solutions and alternatives and evaluating them. 
Marketing costs for a seller form the other side of the search costs and they cab be 
defined as the costs incurred for the research of dormant needs of a potential customer, 
looking at market needs, possibilities to satisfy them, development of specifications, tests 
and search for entry to customers. 
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Table 3.B. Transaction activities and related costs 
Transaction 
phase 
Contact 
Contract 
Execution 
(Control) 
Activities of transaction 
Finding the market and searching for a partner, identifying a 
potential partner, describing the offer to a potential partner, 
advertising in the media, attending trade fairs and exhibitions. 
Negotiating prices, setting the terms of trade, writing and 
evaluating a proposal, credit investigation and discussion, 
setting-up governance structures. 
Bonding secure commitment, monitoring quality, 
building-up trust and customer confidence, collection 
efforts, taking legal measures. 
Category of 
transaction costs 
Ex-ante costs of 
contact 
(searching costs) 
Costs of contract 
(costs of negotiating 
drafting and signing 
contract) 
Ex-post costs of 
control 
(cost of safeguarding 
agreement) 
Source: Based on Williamson, 1985, Sake, 1992, Knomnga and Knox 1992 
These costs of contact, according to Milgrom and Roberts (1992), can also be defined as 
costs of co-ordination and they claim that the costs arise because of the need to determine 
prices and the other details of a transaction, which they further specify in the contract 
phase. 
The contract phase of a transaction refers to the settlement of the transaction. In this 
phase an agreement is made on the exchanged values. The agreement includes agreeing 
on what is given for what price, in what quantities and by what criteria. The exchange 
proportions can be expressed in terms of agreement either by an arms length market price 
or by an intra-company transfer price. This phase of a transaction involves costs of 
preparing implicit or explicit agreements in order to reduce the risks of opportunism in 
conditions of uncertainty that may arise during execution. According to Sako (1992), 
these are costs of drafting and negotiating agreements once trading partners are 
identified. So, they include costs paid to lawyers and the time spent by purchasing or 
marketing personnel in negotiating the terms of price, quality, delivery and payment. 
The execution phase of a transaction refers to accords made to curb opportunistic 
behavior of transaction partners and the future potential of the transaction. According to 
Nooteboom (1993), transaction costs of control (ex-post costs) occur once the transaction 
accords start to be implemented. They include costs of monitoring transactions, 
performance measurement, judging conformance to the agreement, identifying and 
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solving any disagreement, renegotiations and adjustment of the agreement, enforcement 
and application of sanctions, litigation and possible loss of specific investments and 
hostages if the relation breaks. By the words of Williamson, these costs as the adaptation 
costs incurred when a transaction costs get out of alignment and bargaining costs will be 
incurred when bilateral efforts are made to correct ex-post mishaps. When a transaction 
takes place, in every phase of effecting a transaction the firm-supplier-customer linkages 
increase some transaction costs and decrease others. Identifying those costs that increase 
with closer firm-supplier-customer linkages and using mechanisms to reduce these costs 
can help in creating firm value. 
3. £.3. Management of transaction costs 
Williamson stated that transactions are often organized in order to economize on bounded 
reasonableness while at the same time safeguarding against the danger of opportunism. 
Williamson further stated that two remedies (ex-ante screening and ex-post safeguarding 
measures) could be taken to protect against opportunism, otherwise those who are less 
principled (more opportunistic) will be able to exploit those who are more principled. Ex-
ante screening measu-es include strict control in selecting transaction partners and 
designing all-inclusive contracts. Ex-ante screening, according to Williamson, is a 
weaker form of managing opportunism compared to ex-post safeguarding measures and it 
is less effective because of the existence of bounded rationality. Because of uncertainty 
there are more unforeseeable conditions during contract execution of a transaction 
relation. For instance, there is more possibility for opportunistic behavior when the ability 
to obtain and examine information is inadequate. Therefore, in order to reduce transaction 
costs, governance structures are used with an effect on oounded rationality and 
opportunistic behavior of transaction partners. In order to define governance structures of 
transactions, by the words of Williamson, governance structures of transactions are 
grouped according to the level of asset specificity associated with them, namely market 
governance, hierarchy governance and a hybrid of the two. 
In this regard Van der Meer-Kooistra and Vosselman (2000), argue that inter-firm 
transactional relations can have different control patterns: (market, bureaucratic and trust 
based). They have developed a model of alternative governance patterns. They further 
argue that within the control patterns different control mechanisms can be at work 
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depending on the contingency factors that prevail in a given transaction relation. A 
control pattern depends on the existence of three possibilities or contingency factors 
namely, transaction characteristics, transaction environment and transacting parties. The 
characteristics of transaction refer to the degree and type of asset specificity, frequency 
and repetition, length of the transaction period and measurab'lity of activities and outputs. 
Characteristics of transaction environment include uncertainty about future 
contingencies, degree of market risks, institutional environnent (rules, systems and 
organizations). The characteristics of transaction parties are described by the 
information asymmetry, reputation, risk attitude and bargaining power. 
Management control patterns and the transaction phases In order to discuss about the 
management controls patterns and the transaction phases, we take the help of the words 
of Van der Meer-Kooistra and Vosselman (2000). According to Van der Meer-Kooistra 
and Vosselman (2000), the alternative management control patterns that could be applied 
in inter-firm transactional relation differ not only with alternative contingency issues. 
With a transactional relation based on a market control pattern a meeting of potential 
partners on the basis of competitive bidding typify the contact phase. In the contract 
phase there will be no detailed contracting and payment will be based on standardized 
activities or output. Control is imposed during the execution phase through a periodic ex-
post competitive bidding. When an inter-firm transactional relation occurs on a 
bureaucracy based control pattern, the contact phase is identified by the contact on the 
basis of pre-selection of potential partners using detailed bidding procedures and 
selection criteria. In the contract phase there will be detailed and comprehensive 
contracting. Payment will be made or the basis of the evaluation of real activities or 
output. Control is imposed during the execution phase through close supervision, 
performance measurement and evaluation, detailed ex-post information processing, direct 
intervention as well as periodic ex-post-competitive bidding. When inter-firm 
transactional relation occurs on a trust based control pattern, the contact phase is 
identified by the contact of potential partners on the basis of trust stemming from 
friendship, former contractual relationships or reputation. In the contract phase there will 
be intentional contracting, framework contracts, contractual trust, loose links between 
payment activities and output. Execution is imposed through personal consultation and 
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co-ordination, development of competence and goodwill trust, while control will be 
process oriented and culture based. 
Van der Meer-Kooistra and Vosselman (2000) also propose especially to look further into 
the importance of organization's culture and historical situational factors, this is 
considered to be a relevant addition that can be applied with regard to the management of 
working capital levels and operations in inter-firm relationship in government, and 
private firms, given their historical background and organizational set-up. 
3. E.4. Working capi 'al operations from managerial controls perspective 
So far, discussion wa:, regarding the cieation of asset specificity and trust from frequent 
transactions with the same partner within a linkage. Now, it is tried to relate the 
managerial control patterns of Van der Meer-Kooistra and Vosselman (2000) to the 
working capital operations of purchasing materials and finished goods. As discussed 
earlier that working capital operations are associated with transaction costs, which can be 
minimized if prevailing contingency factors are managed within the appropriate 
managerial control pattern. The idea behind it is that transaction costs will be lowest if 
the transaction governance structures (managerial control patterns) and the characteristics 
of the transactions contingency factors have the "best fit". If the firms' managers are able 
to apply this "best fit" transaction costs are low otherwise they are high. 
If it is assumed that management is able to know the contingency factors that can 
possibly occur in an inter-firm transactional relationship then with the help of this 
knowledge management can find the "best fit" among the contingency factors and 
appropriate type of managerial control pattern or one can say that governance can be 
designed. While it may be a valid argument for our research model or any research but it 
is quite difficult practically for the management to find and evaluate all factors that 
determine the best control pattern and contingency factors match-up. This may be worse 
particularly in situations of underdeveloped countries that this research takes as a context. 
With this background, let start with managerial control patterns and working capital 
operations. 
Market based control pattern and working capital operations: Under the market based 
control pattern, the contact phase of inter-firm-transactional relation of working capital 
operations assume no preceding contact between the buyer and the supplier. So, both 
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buyers and suppliers do not have willingly available potential partners. Therefore, in this 
situation the buyers and suppliers are forced to search for partners in the open market. 
The buyer starts search by preparing documents *br competitive bidding, announces it 
publicly or conducts marketing research to collect data on sellers. Buyer then evaluates 
alternative suppliers based on some benchmark and then starts negotiating with the 
prospective supplier. Similarly, seller may also advertise his/her products publicly or 
search potential buyers through various channels. 
At the contract phase of the market control pattern, the transaction characteristics are 
recognized by first time contacts between buyer and supplier who are competitively 
chosen from many alternative suppliers. It results in a weak asset specific investment and 
a fleeting inter-firm relation, which may not be repeated again. A partner has no means of 
ex-ante measuring the efficiency of the other in performing the contract. The transaction 
environment is typified by the buyer's reliance on the price of the product as a reflection 
of its quality. The recognized institutional and social factors have little role in making an 
impact on the transacting parties. 
Control during execution phase is imposed by a reference to how efficiently the previous 
transaction was implemented. The purchases and sales are affected on cash basis. Since 
there are many buyers and suppliers in the market, partners will not expect their relations 
to continue and will not opt for incentive measures like transacting on a credit bases. 
Bureaucracy based management control pattern and working capital operations: in 
contrast to market based control pattern, at the contact phase of bureaucracy based 
management control pattern the potential suppliers are pre-selected and asked to take part 
in a bidding competition whose procedure and criteria of selection are known to both. 
The usual purchase procedures like preparing purchase requisition; preparing bid 
documents and processing bid competitions will be applied. The contract phase of 
bureaucracy based management control pattern is typified by detailed and comprehensive 
contracting and payments based on real activities or output. Both the buyer and supplier 
will resort to checking the authenticity of sources of information and quality of products 
and services. At this phase the parties will conduct rigorous verification of the 
information before the contract is agreed upon and install strict safeguarding measures of 
control that will protect the parties during contract execution. The parties' strict 
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supervision, performance measurement and evaluation, detailed ex-post information 
processing and direct intervention identify control in the execution phase. 
Due to the close but cautious interaction between suppliers and buyers in bureaucracy 
based management control pattern, it may result at transacting on a credit basis even 
though on stricter terms since it needs writing notes and bank guarantees rather than 
using the open credit or cash transaction. Suppliers offer incentives like cash and quantity 
discounts. Buyers follow-up the purchase with regard to the quality and quantity as well 
as the timing and means of shipments. 
Trust based control pattern and working capital operations: The contact phase of a 
trust-based management control pattern starts from a trust as a result of relational 
development of buyers. Transaction will be conducted on a credit basis with very relaxed 
standards and terms that resembles a hierarchy approach of transaction governance. 
Therefore, the buyer needs to send a very casual purchase order to a seasoned and 
dependable customer. The usual purchase procedures like preparing purchase requisition; 
preparing bid documents and processing bid competitions will not be applied. On purpose 
contracting, framework contracts and loose links between payment activities and output 
typify the contract phase. Both the buyer and supplier wih not turn to checking the 
authenticity of sources of information or quality of products and services. At this phase, 
the contract can be imply without any documents or documents exchanged after the 
transaction. The interacting party's personal consultation and co-operation generate 
control in the execution phase. The buyer spends less time and effort in the follow-up of 
purchases with regard to the quality and quantity as well as the timing and means of 
shipments, which can be conducted on the basis of f.o.b. destination. Just in time 
approach of inventory control can possibly be used for two parties and also other 
contingency factors for emergency needs. This decreases the efforts, the time and the 
resources that both buyers and suppliers need for the transaction and therefore it reduces 
the transaction costs. 
After discussing the aspects of transaction costs related to purchase and sales operation, 
historical background and three ideal type of control pattern for working capital 
operations, let end the discussion on working capital operations from managerial 
perspective. 
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3. E.5. Working capital levels from managerial control perspective: 
While discussing working capital operations from managerial perspective, argument was 
made that working capital operations are associated with transaction costs, which can be 
minimized if prevailing contingency factors are managed within the appropriate 
managerial control pattern. The idea behind it was that transaction costs will be lowest if 
the trp;isaction governance structures (managerial control patterns) and the characteristics 
of the transactions contingency factors have the "best fit". It was all based on the insight 
of the Van der Meer-Kooistra and Vosselman model (2000). 
Market base control pattern and working capital levels: As discussed earlier that market 
based control pattern is characterized by low asset specificity, short duration of 
transactional relation and high performance measurement need. Due to these 
characteristics, parties in market based management control pattern will not commit 
themselves to invest in asset specific transactions and they will interact frequently over a 
short period of time. So, managing working capital levels will take place within 
potentially many alternative partners in a market based transaction environment. Byers in 
this control pattern will rely on price as a reflection of product characteristics. Because, 
other party knows all the contingency factors also buyer will not be motivated to remain 
loyal to one or a fcvv partners. This makes inter-firm relationship loose favoring the 
transaction to be managed by market based control pattern. Transacting parties' manner 
is little effected by the influence of the institutional and embedded social norms and rules 
because they may shift at once when these factors are not to the fondness of one partner. 
In a market based management control pattern the characteristics of transacting parties 
are not important because there are many parties with the same characteristics and 
because switching costs are low. 
When it is considered, with respect to working capital aspect, it would be suggested that 
in the market based pattern of buyer-supplier interaction, the parties need to maintain 
high level of liquidity because the inter-firm relation is loose while the transaction will 
take place on a cash basis. As the firms will not have the level of faith in each other to 
settle transactions on a credit basis or to allow short-term finances, therefore, the level of 
account receivables is expected to low and so in short-term credit financing. The level of 
investment in cash and inventory for transaction, precaution and speculation purposes 
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will be quite high. Furthermore, because investment in working capital levels remains 
large, the related costs increase. 
Bureaucracy based central pattern and working capital levels: As discussed earlier, it is 
more prevalent in situation where individual contact, detailed contract and strict control is 
relevant. Bureaucracy based control pattern is characterized by increase in asset 
specificity of transaction, repetition of inter-firm transaction and the duration of 
interaction while performance of activities and outputs can be agreed upon standards and 
rules in the contract. The transaction environment, under the bureaucracy based 
management control pattern, is characterized by a decreasing number of partners and 
market price gives little information about the characteristics of the product. Therefore, 
buyers and suppliers are forced to bond closely by commonly agreed ex-post control 
mechanisms. This interaction of buyer and supplier requires the use of well-designed 
institutional factors and a strong socio-cultural dependtrce. The transacting parties in 
bureaucracy based control pattern are understood to have asymmetric information and 
they try to keep closer to each other by establishing detailed contracts and applying strict 
control. They will also try to maintain a good reputation in order to continue their 
relationship. If one of the parties fails to do its share, institutional and social control 
measures are applied. This may include; mechanisms of contract enforcement by the 
court of law, revenge in the form of disallowing any further transaction when the 
opportunist party wants it most or by socio-cultural consequences like making public the 
bad experience which might result into a bad reputation for the failing party. 
Trust based control pattern and working capital levels: With a trust based control 
pattern the transacting parties are persuaded that they can trust each other and there is no 
need for a bureaucratic control as revealed by the d jtailed contract and stringent control 
mechanisms. Trust base control pattern is characterized by repeated enter of transacting 
parties into asset specificity accords for a long-term period and no need of assess the 
performance of activities and output of each other. However, the fact that they trust each 
other regarding their professional competence, contractual seriousness and reputation 
decreases the opportunistic behavior and the need for the imposition of strict control 
mechanism. The transaction environment, under the trust based management control 
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pattern, is characterized by few transacting partners bonded tightly together and 
influenced by socially embedded factors within an institutional network. 
Prior experience of close co-operation of transacting parties under trust based 
management control pattern show their reputation and both sides know that there is no 
asymmetry of information and haggling power. They are willing to share any 
forthcoming possible risk. 
Under this management control pattern the working capital level of investment needed 
for transaction, precaution and speculative purposes are not vital. A credit transaction is 
made on an open account basis with no assurance from the buyer or its bank. So, the 
accounts receivable balance remains quite high while the cash and inventory balances are 
low and transfer of inventory could be made on terms of consignment. The investment in 
working capital levels is the minimum and so are the related costs. It is possible also that 
trade credit financing is high increasing accounts receivable and bank loans such as short-
term debts and overdrafts. 
With this much of discussion on working capital operation and levels versus managerial 
control pattern, attempt is to make some conclusion on the same issue. 
Conclusion on the discussion of working capital operations and levels and 
managerial control patterns: 
In order to conclude discussion on working capital operations and levels versus 
managerial control pattern, a table (3.C.) is designed and described for the purpose as 
shown in figure. For a market-based transaction control pattern, description of table is 
as follows. 
In a market-based transaction control pattern the levels of cash and inventories are 
normally expected to be high. This is because there is high risk of liquidity for the 
purposes of day-to-day transaction and payment of maturing debt. In addition the 
precautionary and speculative needs cannot be financed wich the help of inter-firm 
linkages. The levels of accounts receivable, accounts payable and short-term loans are 
expected to be low because there will be no trust and firms will not tt-ansact on credit 
basis. 
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Table: 3.C. Managerial control patterns and working capital operations and levels 
Working capital 
Levels 
Cash 
Receivables 
Inventories 
Payables 
3ank loan 
Operations 
Repetitions/reputations 
Trust 
Market based 
H 
L 
H 
L 
L 
L 
L 
Bureaucratic based 
M-H 
M-L 
M-H 
M-L 
M-L 
M-L 
M-L 
Trust based 
L 
H 
L 
H 
H 
H 
H 
At the operation side, inter-firm repetition and reputation is low because firms will shift 
often ft-om one partner to another and thereft)re faith will not develop. For these reasons 
inter-firm transaction costs remain at a high level. For bureaucracy based transaction 
control pattern the levels of cash and inventories are expected to be medium-to-high 
because there is risk of liquidity for transaction purposes as well as that precautionary and 
speculative need may not be financed with the help of inter-firm linkages. The levels of 
accounts receivable and short-term debts are again medium-to-low because trust among 
transacting partners is not fully matured and firms may or may not transact on credit 
basis. In the transaction operation among partners, repetition and reputation is medium-
to-low because firms may sometimes shift from one partner to the other and therefore 
trust may not develop. For these reasons inter-firm transaction costs remain medium-to-
high. For a trust based transaction control pattern, information in the table is described 
as follows. 
The levels of cash and inventories are low because there is low risk of liquidity for 
transaction purposes and precautionary and speculative needs can be financed with help 
of inter-firm Jinkagej. The level of accounts receivable, accounts payable and bank sort-
term loans and overdrafts are high because of inter-firm trust, firms transact on credit 
basis and banks offer short-term loans if firms require it. On the operation side inter-firm 
repetition and reputation is high, firms will not shift from one partner to another and trust 
develops. For these reasons inter-firm traqsaction costs are expected to be low. 
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It finishes the discussion on transaction costs and working capUal. Now, let start another 
important issue of value measurement. 
3. F. Value measurement: 
As dirolosed in section of objective of a firm, firms have main objective of value 
creation. But researchers and practitioner use the term value in different ways. According 
to Stewart, three of the commonly used terms are - accounting earnings, economic value 
added and net cash flows. In order to define these terms in detail, let take the help of the 
words of Stewart. According to him, the accounting earning consider accrual accounting 
where income earned is considered as value created and expenses incurred as offsetting 
the value created. Net profit is used as final measure of values created and is defined as 
the difference of income earned and expenses incurred. In economic value added 
approach value is measured by taking the difference of net accounting earnings and the 
cost of all capital employed to produce those earnings. Both time and risk taken is 
considered in this approach. Under the net cashflows approach, income is considered to 
be realizing only if cash is collected from the goods sold or services rendered and 
expenses are recognized only if cash is paid for the goods bought or services received. 
The net cash flow is considered the final measure of value created or destroyed. 
Therefore, firms can be evaluated not only by the net accounting profit that they earn but 
also by the net cash flows (net accounting profit adjusted for the changes in working 
capital investments and finances as well as non-cash expenses). 
Without going into details about the pros and cons of these approaches it can be safely 
concluded that the economic value added gives a relatively accurate measure of value but 
is relatively difficult to measure particularly in developug conditions. The accounting 
earning and the net cash flows are easily measured (given the standard and widely used 
accounting practices). For this reason only consideration is of accounting earnings and 
cash flows as measurable variables in the analysis of this study. 
The meaning of value for the purpose of case study According to Rappaport (1986), in 
the developed countries the concept of value is based on the shareholder value 
maximization, which can make sense only if there are efficient financial institutions and 
capital markets. This concept of the shareholder value cannot be easily adapted to the 
study of value creation in the developing countries where there are no efficient financial 
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institutions and capital markets. Because of these facts, meaning of value is applied in the 
terms of its accounting sense and it is believed that the meaning of value and value 
creation given by Porter is appropriate in this case. According to Porter (1985), value is 
described as the amount buyers are willing to pay for what a firm provides them, which is 
measured by the total revenue, as reflected in the price a firm's product commands and 
the units it can sell. He further provides that a firm is profitable if the value it commands 
exceeds the costs involved in creating the product. We have opted for this option of the 
meaning of value so that to be applied in the study of managing working capital 
internally and externally, in a developing context, particularly in the government, and 
private manufacturing firms in India. Value according to this definition can be observed 
by the amount of sales, costs of sales, operating expenses and the resultant net profit or 
loss (or margin according to Porter) reflected in a firm's fiL-^ncial statements, particularly 
the income statement and the firm's managers' opinion on the role of working capital 
management on the value creation on the basis of this definition. 
3. G. Conclusion: 
By the words of Rayan, scapens and Theobald (1992)^', in case studies use of 
background theory is important. Theory is used in background in order to help in 
deciding on what research approaches to follow and what data to collect in order to 
analyze the research and to arrive at a conclusion about the study. With these objectives 
in mind, there is a use of three inter-connected theories as background; Rappaport's 
(1986) value network. Porter's (1985) value chain and Williamson's (1985) transaction 
costs. We applied Rappaport's (1986) value network model to explain the relation 
between the corporate objective of value creation and its drivers. His model is useful to 
demonstrate the creation of firm value by managing value drivers and value components. 
Rappaport's (1986) value network model helps us to focus on how value can be created 
with particular reference to working capital levels and operations. Based on 
Rappaport's(1986) argument, the theoretical fi-amework of study is divided into working 
capital operations of purchases and sales as well as levels of investment in working 
capital assets and working capital finances (liabilities). The resulting proposition is that if 
firms manage their activities internally and externally related to the working capital 
Part II of the thesis 
Chapter 3: Managing working capital externally 112 
operation and levels they can create value to the owner, which can be measured and 
realized on the basis of Rappaport's (1986)assertions. 
Porter's (1985) value chain model is used to help in finding answers to issues of value 
drivers. Porter divides value drivers into specific primary and support activities, which 
are inter connected by internal linkages to each other and external linkages to buyers and 
suppliers. This value chain linkage model is used as an input to describe inter-firm 
transactional relations useful to create value. The main drivers of this value creation are 
activities inside the firm (the primary and support activities) and outside the firm 
(supplier and customer linkages). The external value drivers with regard to firm-supplier 
and firm-customer value chain helped us to understand that the efficient management of a 
firm's internal value drivers alone cannot enable a firm to exploit its value creation 
potential to the maximum possible. There is value chain that starts with suppliers, 
connected to the firms and continues to customers. Exploiting this value chain pre-
supposes that firms co-operate with each other such that all players connected to the 
chain apply well coordinated and cohesive management in their internal and external 
value chain linkages. Therefore, value creation can be improved if a firm manages its 
internal activities efficiently and co-ordinates it with its external supplier-customer value 
chains. However, for value to be created tangible managerial decisions and actions have 
to be taken. 
There is a use of Williamson's (1985) theory on transaction cost to argue that efficiently 
reducing these costs (along with income increasing approaches) contribute to the creation 
of value. Application of Williamson's transaction costs management approaches is to 
study the transaction costs characteristics of working capital levels and operations and 
Van der Meer-Kooistra and Vosselman's (2000)model on managerial control patterns. 
Van der Meer-Kooistra and Vosselman (2000) argue that inter-firm transactional 
relations can have different managerial control patterns - market, bureaucratic and trust 
based. Within these managerial control patterns different control mechanisms can be 
applied depending on the contingency factors (transaction characteristics, transaction 
environment and transacting parties) that prevail in a given transaction relation and in 
every transaction phase (contact, contract and execution). Their model helped us to relate 
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the management of working capital operations and levels to the approaches of transaction 
cost management. 
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Chapter 4 
Theoretical Model and Research Methodology 
4. A. Introduction: 
The issues that are needed to design the information retrieval of study are discussed in 
this chapter. Designing the theoretical model and research methodology are main 
objectives of this chapter. Development of the theoretical model is covered in Section 
4.B. Choice of case study as a method of research is discussed in Section 4.C. section 
4.C-1 explaining the design of the overall case study, section 4.C-2 discussing the field 
research and data collection, section 4.C-3 covering data analysis and section 4.C-4 
mentioning the criteria used to ensure the credibility of the research analysis. Chapter is 
concluded by presenting the highlights in Section 4.D. 
Particularly, this chapter answers part IC of the research question stated as: "Discuss the 
suitable theoretical model and research methodology that can De used to realize answers 
to the research questions." Approaches of managing working capital internally and 
externally are combined together into a theoretical model. Research methodology is also 
presented that is used in designing the data collection and analysis. 
4. B Theoretical model and the central model: 
A theoretical model details, either graphically or in narrative form, the main issues to be 
studied Miles and Huberman (1994)'. According to the Robson, (1993) ^ theoretical 
model details the major features (aspects, dimensions, factors, variables) of a study and 
their supposed relationships. Robson also stated that constructing a theoretical model 
enables to be clear about what the researcher thinks s/he is doing. It facilitates in selecting 
and deciding, which relationships are to be of importance and therefore, what data are 
going to be collected and analyzed. In line with this, theoretical model takes into account 
the issues of managing working capital internally and externally in the Indian context. 
Figure 4.A provides the overall relationship between working capital levels and 
operations and figure 4.B presents more detailed factors that will be discussed under 
internal (section 4.B-1) and external (section 4.B-2) working capital management. 
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4. B-1. Managing working capital internally (MWCI) - Operations, levels and cash 
flows 
MWCI involves the co-ordinated management of a firm's working capital operations and 
levels within the firm. General theoretical model of the research (figure 4.A) has its base 
on the insights of Rappaport's (1986) value network as a core model. The major purpose 
of a shareholder value network model is to illustrate the generation of value by managing 
working capital operations and levels Rappaport (1986). According to the model, 
management has to concentrate on three main decision categories - operating decisions, 
investnent decisions and financing decisions (See Figure 4.A) particularly, for creating 
shareholder value. Regarding managing working capital. Operating decisions include the 
decision about the purchase of input materials, production process and sales of finished 
goods. Some other supporting activities like promotion, advertisement, distribution, 
product mix, and pricing are also included in Operations. Which operation to apply 
depends on its effect on sales and on the profit margin? Investment decision in the 
context of WCM relate to managerial decisions on capital tied-up in working capital 
items (cash, receivables, inventories). Which investment type to choose depends on its 
effect on the cash flows from operations? Working capital Financing decisions are the 
managerial decisions regarding to what sources of financing to use, which may include 
debt (short or long-term), capital equity or retained earnings. Financing decision in the 
field of working capital include, trade credit or accounts payable, bank credits and others 
Which type of financmg source to use depends on its cost? The theoretical model of the 
research study uses these assertions of MWCI as building blocks for the analysis on 
working capital operations (purchasing input materials and selling finished goods) and 
levels (investment and financing). In order to create the value, a firm has to intelligently 
design the policies of purchases and sales as well as carefully implementing its plans so 
that the cash resulted firom sales is adequate to fir/ince the desired investment or at least 
to fill the gap between the short-term investment needed and financing available. The 
purchase policies have an effect on not only the levels of cash but also the levels of 
inventory of input materials and the need to finance this inventory with trade credits and 
bank loans. The sales policies have an effect on the level of cash as well as the levels of 
inventory in finished goods and receivables. Therefore, the appropriate management of 
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these intra-firm working capital operations and levels ought to enhance a firm's cash flow 
and its overall potential of value creation. 
Figure 4.A: Theoretical frame work for 
managing working capital internally 
Firm's Performance 
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Investment 
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4. B.2. Managing working capital externally (MWCE) - supplier and customer 
linkages 
There is a strong need of cooperation, to achieve a firm's goal of value creation, between 
the firm's policies regarding working capital operations and levels and of supplier's and 
customer's. This co-operation among the firm, supplier and customer can create a 
tripartite value network with the firm and its suppliers and customers making a chain 
(Figure 4.B). This inter-firm cooperation can help in decreasing inter-firm transaction 
costs of the firms, their suppliers and customers (chapter 3, section 3.D.B) as well as the 
carrying costs of their working capital levels - cash, inventories, receivables and 
payables. 
Coordination between the firm's operations of purchase and suppliers' operations of sales 
have to be established in order that, their inter-firm transaction costs and the holding 
costs of suppliers' finished goods inventory and the firm's materials inventory are 
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minimized. This will cause in the optimal amount of cash needed in the inter-firm 
transactions. It will also help in the minimum level of receivables and finished goods for 
the suppliers. An effective inter-firm management with a supplier may also help in 
optimizing a firm's levels of payables and supplier's receivables. The firm's operations 
of sales and customers operations of purchase may also be co-ordinated so that inter-firm 
transaction costs and the carrying costs of customer's materials inventory and the firm's 
finished goods inventory and receivables are minimized. Therefore as a result of 
cumulative effect all three parties - the firm, its suppliers and customers may improve 
their respective cash flows and generate more value than they could without coordinating 
the management of their operations and levels. 
The major point of reference in the research is inter-marriages between Rappaport's value 
network and Porter's value chain. Figure 4.B shows a theoretical addition to Rappaport's 
Model by realigning the management decisions intc operations, levels and performance 
as in Figure 4.A. The external linkages with suppliers and customers may then be linked 
to the distinction, which Porter makes between inbound and outbound activities, a 
summary of which is presented in the following section (Table 4.A). 
Table 4.A - Linking the value chain and value network 
Primary 
activities 
Inbound 
activities 
Out bound 
activities 
Managing working capital internally 
WC Operations 
purchases 
1.Receiving 
2. Storing 
3. Distribu. ing to 
production 
5. Inventory control 
sales 
I.Finished goods 
warehousing 
2.Finished goods 
handling 
3.Deli very vehicle 
Operation 
4.0rder processing 
WC Levels 
Investments and financing 
Investment in materials, 
inventory and fmancing with 
trade credits and bank loans 
Investment 
Investment in finished goods 
inventory and financing with 
Trade credits (or Accounts 
receivable) 
Managing working capital 
externally 
External linkages 
Suppliers cooperation on 
1 .Receiving 
2. Storing 
3. Distributing to production 
5. Inventory control 
Customer 
Cooperation on 
1 .Finished goods 
warehousing 
2.Finished goods handling 
1.Delivery vehicle 
Operation 
4.0rder processing 
Inbound Activities: Inbound activities, derived from Porter's model, applied to WCM 
give an insight into managerial policies on operations of purchase and levels of 
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investment in input materials inventory along with levels of financing in trade credits. 
The relevant questions to be included in the inbound purchase activities are how the firms 
deal internally and externally pertaining to receiving, storing, distributing to production 
and inventory control. The efficiency with which inbound activities are managed also 
determines the cost of the investment in input materials inventory and cost of financing 
with trade credits and bank loans. 
Outbound Activities: Outbound activities, from Porter's model, applied to WCM give an 
insight into managerial policies on sales operations, levels of investment in finished 
goods inventory and levels of financing working capital. The efficiency with which 
outbound and related activities are managed decides regarding the sales operation income 
and cost as well as the finished goods inventory cost and associated cost of financing. 
The pertinent questions to be included in the outbound sales ?ctivities are how the firms 
deal internally and externally pertaining to finished goods warehousing, finished goods 
handling, delivery vehicle operation and order processing. 
4. B.3. Performance evaluation of working capital management 
In order to check, if the firm's practices of MWCI and MWCE of working capital 
operations and levels are creating value to the owners performance evaluations are made. 
Performance measurement and evaluation systems may be inward looking and outward 
looking. 
Internal Performance Evaluation: Internally, firms have to assess the performance of 
their internal managerial decisions on working capital operations and levels. The best 
expected firms' internal practices (forecasts and budgets) are compared with their actual 
outcomes under the inward looking performance measurement and assessment systems. 
This performance measurement and assessment can be performed using the accounting 
based performance measurement and assessment methods like the analysis of ratio and 
cash flows, quality (measured by number of defects) and labor (number, training and 
development). For the purpose of the study, two approaches of internal performance 
evaluation are used. l>ist, firms' managers are asked if they apply any of the discussed 
internal performance measurements to assess their decisions. Second, firms' internal 
performance is measured by computing financial performance indicators from the data 
obtained from their financial statements. Specifically, working capital investment 
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composition, liquidity position as well as efficiency of working capital activity and 
profitability are checked. 
External Performance Evaluation: Externally, it is important for the firms to assess their 
customers' and creditors' views and thus appraise and plan their own operations of sales 
and purchases as well as the levels of investment and finance strategies. This type of 
performance measurement and assessment can also be based on other external sources of 
information such as customer and supplier satisfaction (based on commitment, customer 
retention rates, perceived quality of goods and services, response times). External 
performance of the firms is assessed by asking both firms under study and some of their 
pertinent linkages. Firms' managers are interviewed for how they assess their external 
performance. Similarly, suppliers and customers are also interviewed to evaluate the 
firms in terms of their marketing strategy, product quality and cost, efficiency of delivery, 
mutual communication, explanation to inquiries as well as knowledgeability of their 
suppliers' and customers' needs. 
Figure 4.B: Theoretical .rame work for 
managing working capital externally 
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Table 4.B indicates the internal and external working capital management expectations of 
the theoretical model in a precis form. 
Table - 4.B. Working capital management • expectations of tiieoretical model 
Overall working 
capital 
management 
Internally 
Value can be created for firms by increasing 
sales and decreasing costs with the help of 
efficient internal working capital 
management if there aie no constraints. 
Externally 
Value can be created for firms by 
C-^operation among firms, their suppliers 
anf customers to increase sales and 
decrease costs 
Levels 
Investments 
Financing 
Value can be improved for firms by 
investing when there are surpluses and 
disinvesting when there are shortages. 
Therefore, by taking care of the carrying 
costs of surpluses and shortage costs of 
deficits of cash, receivables and inventory 
levels. So, policies of cash levels should be 
synchronized with that of trade receivables 
and inventory of products so that the 
balances are optimized. 
Value can be improved for firms through 
working capital financing policies by taking 
care of financing sources, costs and 
liquidity positions. So, policies of cash 
levels should be synchronized with that of 
trade payables and inventory of materials so 
that the balances are optimized. 
Value can be created by improving the sales 
and minimizing the carrying costs of 
inventories and receivables, if there is closer 
firm-customer cooperation. Therefore, firms 
should synchronize the policies of cash, 
receivables and inventories with the policies 
of suppliers and customers so that all 
minimize their working capital levels of 
investment. 
Value can be created for firms by 
maintaining co-operation with trade 
creditors and banks that can expedite the 
availability of financing sources and 
minimize the cost of financing as well as 
the timing and ease of the medium of 
payment. So the credit policies may be 
synchronized with that of suppliers to 
maximize financing sources and minimize 
related costs. 
Operations 
Purchasing 
Selling 
Value can be created for firms by applying 
appropriate purchasing policies (purchase 
and cash payment terms and standards). So 
cash payments activities may be 
synchronized with purchases and trade 
credits so that cash needed is minimized 
and purchase and trade credits are 
maximized. 
Value can be created for firms by designing, 
applying and controlling sales policies 
(sales and cash collection terms and 
standards). So cash collections may be 
synchronized with sales and receivables so 
that their balances are optimized. 
Value can be created for the firms with 
closer firms-suppliers co-operation so that 
the transaction costs of ordering, purchasing 
and transporting materials can decrease. 
Synchronize purchases with suppliers sales 
so that both are maximized while at the 
same time the firm's balances of cash and 
inventory of materials and the supplier's 
cash collection and inventory of products 
are optinized. 
Value can be created for the firms with 
Close firms-customers co-operation that 
decreases the transaction costs of ordering, 
selling and transporting products. 
Synchronize sales with customers purchases 
so that both are maximized while at the 
sam i time the firm's cash and inventory of 
products and the customer's cash needed 
and inv.intory of materials are maximized. 
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Performance 
Evaluation 
Compare the best expected internal 
practices (forecasts and budgets) with 
related outcomes using the accounting 
based performance measurement and 
evaluation methods. Operational efficiency 
is evaluated using activity ratios, levels of 
investment and financing efficiency using 
asset structure and liquidity/ leverage ratios 
and profitability using gross profit and net 
profit margins and return on assets. 
Compare the best practices of other firms 
(competitors in the same industry or other 
industries). Evaluate customer and supplier 
satisfaaion (based on commitment, 
retention rates, perceived quality of goods 
and services, response and delivery times). 
4. B-4 General issues affecting working capital management in the Indian context 
The factors discussed above may not detail everything. It is likely that some other factors 
in the firm's working environment decide the way the levels of working capital items and 
operations (Purchase and Sales) affecting the balances of working capital items are 
managed internally and externally to create value. To take cars; of these possibilities this 
theoretical model looks at the influences of other factors including, ownership, 
government regulations, and management potential and cultural factors, (Table 4-C). 
Ownership: The type of ownership also affects the potential of firms to create value. 
Market competition has a decisive role to play in a f.rm's ability for managerial 
efficiency and value creation. However, the likelihood that government firms can retain 
their ownership status and at the same time be competitive is caught up by political 
meddling from the government. Ownership status will also influence the Inter-firm 
transaction relations because firms with a similar ownership status will also have similar 
objectives and control protocols. Generally, government firms are expected to set a 
common objective of improving political, social and assigned efficiency. Private firms 
may target operational efficiency with a firm's value creation as the ultimate objective 
(Hailemariam 2001). 
Government Regulations: Directly or indirectly every aspect of a firm's activity is 
influenced by government set of laws. The government regulatory system also influences 
the rule of business practice including the type of business operations (Purchase/Sales) 
and inter-firm linkages (Firms-Suppliers/customers). Government can set rules and 
guidelines on how the firms have to be managed. It can determine the type of firms that 
enter into agreements, the type of competition and it may even set rules and guidelines on 
how the firms have to be managed. The more set of laws prohibiting the development of 
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value chains, the less likely that the firm will use the va.'ue chain linkages approach to 
manage transaction costs of levels of working capital items and operations that affect the 
balances of working capital items. Enquiry is made to find out to what extent government 
regulations affect the firms' working capital policy on operations and levels of investment 
and financing. 
Managerial Background: Potential of the management personal in the firms can decide 
the selection from alternative management approaches. The higher the potential of firm's 
management the more likely the firm is to use value management as a guiding principle. 
This entails that, managing working capital internally and its backward and forward 
linked activities with those of its suppliers and customers will be determined by the firm's 
managerial capability. Management's practical experience and background plays a very 
determining role in the development, acquisition and adaptation to proper managerial 
policies. 
Cultural Factor. Culture also has an effect on a firm's management in general. 
Therefore, working capital management has to be designed such that it takes fiill thought 
of the cultural factors. Transactions are made between people who contact, contract and 
control each other's behavior not only on the basis of business agreements but also on 
their cultural practic;s, believe, and norms. Working capital management techniques 
developed by world famous researchers, virtually and frequently tried and proved to 
produce positive results in the western world, if implemented somewhere else, might end-
up at failure. Since cultural practices, believes and norms also decide practical 
approaches followed by the management (Williamson 1986)^ Even introducing 
developed infi-astructure and information technology cannot be expected to bear fruit in 
developing countries' cultures, like that in India that place high value on face-to-face 
communication as norms. Enquiry is made to find out how culture, habits and norms 
influence the process of managing working capital operations and levels. 
Part III of the thesis 
Chapter 4: Theoretical model and research methodology 125 
Table 4.C. General Issues - Expectations of the theoretical model 
General Issues 
Ownership 
Government 
Regulation 
Managerial 
Empowerment and 
background 
Cultural Factors 
Effect on Firm's management 
Competition in government firms can be caught up by political meddling from 
the government. Firms with similar ownership st&tus can have similar objectives 
and control protocols. Government firms may improve political, and social 
objectives, private firms may target operational efficiency with a firm's value 
creation as the ultimate objective. 
The government regulatory system may influences the rule of business practice 
including the type of business operations (Purchase/Sales) and inter-firm linkages 
(Firms-Suppliers/customers), the type of competition and set rules and guidelines 
on how the firms have to be managed 
Managerial empowerment, practical experience and academic background can 
decide the selection of practical management approaches fi-om alternatives and 
play a formative role in the development, acquisition and adaptation to proper 
managerial policies. 
Cultural factors also have an effect on a tirni's management in general because 
transactions are made flanked by people who make contact with, agreement and 
manage each other's performance on the basis of their cultural practices, believe, 
and norms. 
4. B.5 Inter relationship among the general, internal and external issues of 
managing working capital: 
There is direct relationship among internal, external and general issues of working capital 
management. It is believed that most important starting point is the managing working 
capital internally (MWCI). Before a firm tries to set up external linkages it has to put its 
own house in proper conditions. A firm has to design and put into practice proper 
management of levels of investment in working capital items and their financing as well 
as working capital operations of purchasing and selling. It is only when a firm is 
competent to manage its both main (Primary) and supporting value activities internally 
that it can start to establish efficient linkages and inter-firm co-operation with its 
suppliers and customers externally. The same rule applies to the firm's suppliers and 
customers. Unless they have successful management of their respective value activities 
internally, it is likely that they get problems of cooperation externally. A firm's 
environmental issues in general*, also have an effect on how efficiently it can manage its 
levels of working capital items and working capital operations both internally and 
externally. The existence of favorable environment, such as skilled labor (both at the 
management level and work force), developed information and technology infrastructure, 
supportive governmeni policy and cultural factors can have a very determining role in a 
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firms' potential to design and implement efficient working capital management system 
internally and externally. 
4. C Research Methodology: 
This section presents the case research as main research method for study and is further 
sub-divided into the design of the overall case study (section 4.C.1), data collection 
(section 4.C.2), data analysis (section 4.C.3) and criteria used to ensure the credibility of 
the findings (section 4.C.4). 
Research Methodology: deals with the study, design as well as the activities and 
approaches used in the practical data collection and analysis. A number of authors of 
research methodology (Yin Robert K (1994), Ghauri P., Gronhaug K., Kristianslund I. 
(1995/,, Rayan B., Scapens R. W., Theobald M., (1992)^ have suggested alternative 
research methods. But the question is which research methods are appropriate, suitable or 
scientific. Ghauri P., Gronhaug K., Krisfianslund I. (1995), argue that research problem 
and its purpose will decide which method to follow. Yin Robert K (1994) describes four 
alternative research approaches: case research method, experiment method, survey 
method as well as history and analysis of archival information method. According to Yin, 
the decision to use one of these approaches depends on the type of the research question, 
the control a researcher has over actual behavioral events and the focus on current as 
opposed to historical phenomena. According to Yin, a case study is selected where, the 
research question to be addressed is of the nature of how-why, where control of the 
researcher over the research is none or very insignificant and the focus is on a current 
phenomenon within a real life circumstance. He also points that, experiment - is used 
when the form of research-question is how and why, when t'le researcher is required to 
control the behavioral events and the research focuses on current events. Survey - is used 
when the form of the research question is who, what and where, how-many and how 
much the researcher is not required to control the behavioral events and the research 
focuses on current events. Archival Records - is used when the form of the research 
question is who, what and where, how-many and how-much as well as that the researcher 
is not required to control the behavioral events and s/he may not focus on current events. 
History and analysis of archival information - is used when the form of research 
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question is how and wiiy, when the researcher is not required to control the behavioral 
events of the research subjects, and when the research does not focus on current events. 
Research can also be qualitative or quantitative based. In qualitative research, findings 
are not achieved by statistical applications or other practices of quantification but with a 
mixture of rational, explorative and intuitive where the skills and experiences of the 
researcher are supposed to be the most important parameters to be considered in the 
analysis of the data Ghauri P., Gronhaug K., Kristianslund I. (1995). In view of this 
research problem and because of the distinguish characteristics of the research methods It 
is believed that a qualitative approach with emphasis on the case research method is the 
best approach that can help to find a proper answer to main research question. Main 
research question is stated as "In what way, selected agribusiness (dairy) firms 
(government/ private/ MNC) in the manufacturing sector of India manage their 
working capital internally and externally in search of improving firm value." 
This research question focuses on finding answers to What working capital management 
approaches the firms use and How they apply those approaches. In this case control is 
difficult with techniques of working capital management used by business firms. 
Behavior of firm's management cannot be controlled in the same way experiments are 
manipulated. The focus of the research study is on finding current working capital 
management techniques, within a real life circumstance. Each firm's management of 
working capital is described, and then compared it with the firms in its category. Finally, 
the working capital management of all three categories of firms is compared that is, 
government, private and MNC. Most of research analysis is based on the opinion of the 
general and financial managers of the firms as well as general managers of their suppliers 
and customers. 
4. C.l The case Study Design 
Yin Robert K (1994) proposes that case studies can be used either to verify or falsify 
results, which were forecasted on the basis of preceding theory. Moreover, according to 
Rayan B., Scapens R. W., Theobald M., (1992), the value of the theory in case study 
research is measured by the extent to which the theory explains the practice. Therefore, 
theory is important in explaining observations. Research has reviewed the literature on 
the managing working capital internally and externally. Internally, ways of maximizing 
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the value creating characteristics of woricing capital are studied. Externally, approaches 
of business to business co-operation are assessed. As background theories, research has 
covered theories of Frederick C. Scherr, 1989, on working capital approaches in detail as 
well as of Van Home 1998, Michael Porter 1985 on value chain, Alfred Rappaport, 1986 
on value network and buyer-supplier linkages management (Shank J. K. and 
Govindarajan V. (1993),). Williamson's transaction costs economics theory is used to 
understand the characteristics of transaction costs in both internal and external linkages of 
firms. Particularly, Williamson's transaction costs management approaches is used to 
study the transaction costs characteristics of levels of working capital items and working 
capital operations. Van der Meer-Kooistra J. and Ed G.J. Vosselman, (2000), model on 
the management of inter-firm transactional relationship facilitated to understand how 
transaction costs can specifically be managed. Based on these theoretical backgrounds a 
theoretical model have been formulated of the cas>e study on the assertion that, efficient 
working capital management of a firm's intra and inter-firm value chain linkages can 
reduce transaction costs, generate more income and therefore create firm value. 
According to Yin Robert K (1994)* notes, cases for case study are not similar to the 
samples and should not be selected as such. Specialty of the case study methodology is 
that, the focus is not on a limited number of predecided independent variables, but on 
factors, which are helpful in explanation of the observed phenomenon. According to 
Rayan B., Scapens R. W., Theobald M., (1992), case study methods are different from 
experiments methods as well as surveys methods and the other research methods. Case 
studies are viewed as tools by which theories are used to explain methods. The theories, 
which provide persuasive explanations, will be retained and used in other cases, whereas 
the theories, which do not explain, will be modified or rejected. The objective of 
individual cases is to explain the particular circumst'.nces of a case. Such an approach to 
case study research requires that research looks for theoretical generalizations and not 
statistical generalizations. In a theoretical generalization the focus is not on specific 
observations but on description, explanation and exploration of general practices. 
Case study can be a descriptive case study, explanatory case study or exploratory case 
study (Rayan B., Scapens R. W., Theobald M., (1992)). A Descriptive one explains the 
systems, techniques and procedures currently in use by firms. An Explanatory one 
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explains the reasons for observed practices and the focus is on a particular case. Here 
theory is used in order to explain the particular rather than to produce generalizations. 
Exploratory case studies search the reasons for a particular practice and enable 
researchers to generate hypothesizes about the reasons for those observed practices. 
Though it has an input of the exploratory case study, research has basically focused on 
the Descriptive and Explanatory case study approach. It tries to describe and explain the 
working capital approaches used by the government, private and MNCs firms internally 
and externally. 
Qualitative Data Analysis Case study research approach requires using the qualitative 
data analysis. According to Miles M. B. and Huberman A. M. (1994), qualitative data 
refer to essences of people, objects and situations. It is expressed in terms of words based 
on observations, interviews and documents. In Miles M. B. and Huberman A. M. (1994), 
terms, qualitative data analysis consists of three synchronized flows of activities - data 
reduction, data display and conclusion drawing/verification. Data reduction refers to the 
process of selecting, focusing, simplifying, abstracting and transforming the data that 
appear in written-up field notes or transcriptions. Data display is organizing, compressing 
and assembling information to permit conclusion drawing. Conclusion drawing is 
deciding what the information displayed means and verification is testing for internal and 
external validity. These activities basically make-up the phases of case research 
The phases of case research 
bouma G.D., Atkinson G.B.J. (I995)\ suggest a sketch of three phases in the research 
process. The first phase requires a researcher to elucidate the issues to be researched. In 
this phase the researcher has to select, narrow and devise the problem to be studied and to 
formulate the research question, select the research method, design and devise measures 
for variables, set-up tables for analysis and select samples o • the units of analysis. The 
second phase concerns the collection of data about the research question, summarizing 
and organizing the data. The third and final phase relates to the analysis and 
interpretation of data. This stage is concerned with relating the data to the research 
question, drawing conclusions, assessing the limitations of the study and making 
suggestions for further research. 
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Phase 1: Initial or grounding phase 
Phase 1 deals with the formulation of the theoretical model, and links current theoretical 
ideas and concepts with practical insights. Techniques of managing working capital 
internally and externally and connected theories (transaction cost economics, shareholder 
value creation and value chain linkages) are reviewed and used to incorporate the theory 
with the practice. The result is the theoretical models used for the research analysis and 
presented in section 4.B. Sample business firms are also selected. 
The research design in the first phase is based on the four important parts of a case study 
Yin Robert K (1994) the study questions, units of analysis, the logic linking the data to 
the prepositions and the criteria for interpreting the findings. 
Study question: This research centered on looking at the practices of managing working 
capital internally and externally in the background of a developing country, specifically 
taking the case of India. The main research question addressed is: "In what way, selected 
agribusiness firms (government/ private/ MNCs) in the manufacturing sector of India 
manage their working capital internally and externally in the search of improving firm 
value." Details of the selected specific research questions have already been discussed in 
chapter one. 
Phase 2: The execution or evidence collection phase: 
The literature review has facilitated to develop a theoretical model and it has given an 
initial suggestion of ihe types of facts, which should be loc'ked for in the case study. 
Based on the theoretical model data collection mechanisms (interviews, questionnaires 
and archival records) is designed. Specifically, research methodology has taken a 
practical case often firms in the manufacturing sector and assessed their management of 
levels of working capital item and working capital operations both internally and 
exterr.dlly using both secondary and primary data collected. Primary data are collected 
from the firms' as well as their suppliers' and customers' top management using 
questionnaires and interviews. 
Research has followed three phases in collecting data. First, questions are developed for 
the interview and questionnaire. Then a pilot study was made of one firm and its main 
supplier and main customer. This helped to make some adjustments on the modus 
operandi of the data collection and on the questions. Second, data were collected from the 
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remaining nine firms. Third, data were collected from the suppliers and customers of the 
nine firms. The secondary data collected (mainly from the firms' archives) include 
tmancial statements and written manuals and other policy guidelines related to working 
capital management. Both primary and secondary data collected were summarized and 
made ready for analysis. Objective was to understand the firms' policies and practices of 
management of working capital, which resulted in data processed for use in the next 
(analytical) phase. 
Phase 3: The Analytical phase of assessing evidence 
The objective of this phase is to make analysis of the management of levels of working 
capital items and working capital operations, internally and externally by imputing 
pertinent techniques of supporting theories identified as a result of the literature review 
and practical findings. This phase is a study of the data collected. The data collected is 
analyzed against the background of the theoretical model. The task is first, to describe the 
practices of managing working capital - internally and externally for operations and 
levels of working capital items that the firms apply. The second task is to explain the 
motives why the firms have choose those managerial approaches or why they have not. 
Finally, case research includes the conclusions, evaluations and recommendation for 
further research and lastly executive summary. 
4. C.2 Data Collection 
As Yin Robert K (1993) noted, an important aspect of a case study is that it enables the 
use of multiple sources of evidence congregating on the same set of issues. According to 
Yin Robert K (1994b), evidence for case studies may come from various sources 
including, documentary information, direct observation, physical arti-facts, interviews, 
and archival records. Sekaran (1992)* also put in the questionnaire as another alternative 
of data collection. According to Sekaran (1992), interviews are personal contact 
questions put to key respondents. Interviews can be structured or unstructured the 
variables of interest. Questionnaires can be administered personally or mailed to the 
respondents. Archival records - include financial statements, customers' and suppliers' 
service records, organizational records such as charts and budgets, maps and charts, lists 
of names, survey data previously collected about the care, as well as personal records 
such as diaries, calendars. Documentary information include letters, memoranda and 
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other communiques, agendas, announcements, minutes, administrative documents lilce 
progress reports and other internal documents, formal studies or evaluations of similar 
cases, articles and other information appearing in the mass media. Direct observation -
refer? to collecting data where the researcher makes a study on the case by direct physical 
observation of the subjects of the case. Participant observation pertains to a situation 
where the researcher takes active part in the activity being studied. Physical arti-facts-
relate to collecting a technological device, a tool or instrument, a work of art, or some 
other physical evidence. 
In applying the plan with regard to the sources of evidence, questionnaires and in-depth 
structured interviews with the financial and commercial managers of nine firms as well as 
the general manager of one supplier and the general manager of one customer were used. 
Focused and open-ended interviews were conducted. Though they can have the 
disadvantage of both interviewee and interviewer bias and inaccuracies due to poor 
recalling, interviews have enabled us to target directly at the case study topic and 
insightfully perceive ;ausal inferences. 
Personally administered questionnaires are also distributed to and collected from 
managers of the firms, suppliers and customers. A checklist of questions for each variable 
in the theoretical model is arranged. Care is taken so that all the relevant questions are 
asked, allowing for flexibility in order to permit the natural flow of ideas and events. All 
questions in the structured interviews and questionnaires are prepared and discussed with 
colleagues in advance. A pilot test was conducted in order to improve the questionnaires 
and interviews before approaching respondents and administering the questionnaires to 
them. The personal interviews, questionnaire administration, follow-up and collection 
were done by the researcher. 
Financial statements often years (1998 to 2007), taken from the Prowess data sources of 
CMIE were also used as secondary data for research. Taking financial data of ten 
consecutive years solves the disadvantage of low irretrievability, biased selectivity by 
both researcher and provider. However, financial statements of some firms were not 
available. In some cases analysis was based the on a period of less than ten years. 
Criteria for firm selection: As the study was focused toward agribusiness firms only, 
therefore, selection of firms had to be done from different sectors of agribusiness e.g. 
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Food Processing, Agri-biotech, Agri-chemical, Agri-inputs. Food processing sector was 
taken for study as it is the fastest growing sector in India. Now again in the food 
processing sector there are many sectors. In food processing sector, dairy sector is chosen 
due its high growth. The first criterion that was used fo) selection of the firms is 
comparability in the form of ownership (See chapter 4 section 4.6). Firms are selected the 
on the basis of ownership status. The second criterion for selection is the availability of 
local supplier and customer. The choice of suppliers and customers was made by the 
finance managers of the firms on the basis of frequency of inter-firm transactions. 
Theoretical model includes the study of external linkages between a firm, its suppliers 
and customers. In order to economize on time and volume of research, researcher did not 
take all the nine firms as main cases. So, as main cases those firms are selected, which 
have suppliers and customers available for study. In order to see if the firms in the same 
ownership category have similarities or make known material differences in their 
management of working capital levels and operations internally and externally, 
researcher compared the main cases selected with other firms in the same category. At 
the end inter-category comparison was made. 
Selected Cases: Main Firms and their supplier and customer linkages 
Main Firms: The firms that this study concentrates on are nine main firms along with 
one supplier and one customer for each firm (Table 4-B). The main firms include three 
state dairy co-operatives - Pradeshik Co-op Dairy Federation Ltd., Punjab State 
Cooperative Milk Producers' Federation Ltd, Haryana dairy development coop. Fed. Ltd., 
three private dairy firms - Mother Dairy Fruit & Vegetable Pvt. Ltd., Kwality Dairy 
(India) Ltd., V R S Foods Ltd., three MNCs working in dairy sector in India - Heinz India 
Pvt. Ltd, Nestle India Ltd., Cadbury India Ltd. 
Suppliers: The suppliers of whose responses have been studied include Rohtat district 
milk union Ltd - supplier of Haryana Dairy Developmvint Coop. Fed. Ltd., Ludhiyana 
District Milk Union Ltd - supplier of Punjab State Cooperative Milk Producers' 
Federation Ltd, Aligarh District Milk Union Ltd - supplier of Pradeshik Co-op Dairy 
Federation Ltd. The suppliers of the private dairy firms are Simbhaoli Sugars Ltd. For 
Mother Dairy, Anirudh Foods Ltd. For Kwality Dairy, Parag Dairy - supplier of VRS 
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foods. Suppliers of the MNC dairy firms include Rldhi Sidhi sugar ltd for Heinz India 
Ltd., Vidiani Agrotech Inds. Ltd. - supplier of Nestle India, 
Customers The customers of the dairy co-operatives firms whose responses have been 
studied include, Mother dairy for Haryana Dairy Development Coop. Fed. Ltd., Parul 
Foods Specialities Pvt. Ltd. for Pradeshik Co-op Dairy Federation Ltd. Sheel 
International Ltd. For Punjab State Cooperative Milk Producers' Federation Ltd, for 
private and MNCs dairy firm from customer point of view, wholesalers are taken located 
in the vicinity of Delhi and their name are not mentioned as per their choice. 
Table 4.D. The data base • Firm, Suppliers, Customer 
Firm and ownership group 
1. Dairy Co-operatives 
Pradeshik Co-op Dairy Federation Ltd., 
Punjab State Cooperative Mili( Federation Ltd, 
Haryana dairy development coop. Fed. Ltd., 
2. Private Dairy Firms 
Mother Dairy Fruit & Vegetable Pvt. Ltd., 
Kwality Dairy (India) Ltd., 
V R S Foods Ltd., 
3. MNC Dairy Firms 
Heinz India Pvt. Ltd, 
Nestle India Ltd., 
Cadbury India Ltd. 
Supplier 
Aligarh District Milk Union 
Ludhiana Dis'i ict Milk 
Union 
Rohtak District Milk Unoin 
Simbhaoli Sugars Ltd. 
Anirudh Foods Ltd. 
Parag Dairy 
Ridhi Sidhi Sugar 
Vidiani Agrotech Inds. Ltd. 
Not contacted 
Customer 
Parul Foods 
Specialities Pvt. Ltd. 
Sheel International 
Ltd. 
Mother Dairy 
Wholesaler 
Wholesaler 
Wholesaler 
Wholesaler 
Wholesaler 
Wholesaler 
Wholesaler 
Main Cases: Researcher has selected a typical firm from each group as a main case for 
the detail study. First, (Chapter Six) as a representative of Co-operatives, an analysis of 
Pradeshik Co-operative Dairy Federation Ltd is presented for managing working capital 
internally, its supplier linkage with Aligarh District Milk Union and its customer linkage 
with Parul Foods Specialities Pvt. Ltd.. Then, management of working capital levels and 
operations - internally and externally of Pradeshik Co-operative Dairy Federation Ltd 
was compared with other co-operatives - Punjab State Cooperative Milk Producers' 
Federation Ltd, Haryana dairy development coop. Fed. Ltd. 
Second, (Chapter Seven) as a representative of private dairy firms in, an analysis of 
Mother Dairy Fruit & Vegetable Pvt. Ltd is presented for managing working capital 
internally, its supplier linkage with Simbhaoli Sugars Ltd. and its customer linkage with 
wholesaler. A comparison is then made between the management of working capital 
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levels and operations -internally and externally of Mother Dairy Fruit & Vegetable Pvt. 
Ltd and the other two private dairy firms namely - Kwality Dairy (India) Ltd. and V R S 
Foods Ltd. 
Third, it was studied how three MNCs in dairy sector manage their working capital levels 
and operations (Chapter Eight). Particularly, an analysis of Heinz India Pvt. Ltd is 
presented for managing working capital internally, its supplier linkage with Ridhi Sidhi 
Sugar and its customer linkage with Wholesaler. A comparison is then made between the 
management of working capital levels and operations - internally and externally of Heinz 
India Pvt. Ltd and the other two MNCs namely - Nestle India Ltd. and Cadbury India 
Ltd. Lastly, a comparative study of the co-operatives, private and MNCs firms is made in 
Chapter Nine. 
Background Information of the firms 
The background information of the three firms (one from each category) is presented at 
the beginning of the chapter that deals with the study of the firms. In order to avoid 
repetition and redundancy, in this section, concentration is on the background 
information of the firms that are not selected as main topic of study in the chapters. These 
include Punjab State Cooperative Milk Producers' Federation Ltd, Haryana dairy 
development coop. FeJ. Ltd., Kwality Dairy (India) Ltd., V R S Foods Ltd, Nestle India 
Ltd., Cadbury India Ltd. The information is based on the data obtained by interviewing 
the firms' mangers. 
Haryana Dairy Development Co-operative Federation Ltd. 
HARYANA is one of the most progressive states of Republic of India. In the domain of 
dairy development it is well known for its productive milk cattle particularly the 'Murrah' 
Buffaloes and Haryana Cows. The economy of the state is predominantly based on 
agriculture. People rear and breed cattle as a subsidiary occupation. Milk production in 
the State was estimated around 147 lacs litres per day during 2006-2007. 
The essence of various programmes launched in the State has been to adopt the Anand 
pattern of Milk Co-operatives. Under this system, all the functions of dairying like milk 
procurement, processing and marketing are controlled by the Milk Producers themselves. 
It has three tier system comprising milk Producers Societies at the village level. Milk 
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These Unions either process milic at their own level or pass the same to the milk plants of 
other milk unions for processing. They also organize new Primary Milk Societies at the 
village level. A brief matrix of the Milk Unions is as follows: 
Sr. No. 
1. 
2. 
3. 
4. 
5. 
6 
Name of the Union 
The Amoala District Co-operative Milk Producer Union 
Ltd.,Ambala 
The Rohtak District Co-operative Milk Producer Union 
Ltd.,Rohtak 
The Hisar-Jind Co-operative Milk Producer Union 
Ltd.Jind 
The Kui ukshetra-Kamal Co-operative Milk Producer 
Union Ltd.,Kurukshetra 
The Sirsa District Co-operative Milk Producer 
Union.Sirsa 
The Ballabgarh Co-operative Milk Producer 
Union,Ballabgarh 
Date of 
Registration 
10.03.1973 
01.04.2003 
10.07.1991 
05.07.1991 
10.01.1978 
01.04.2003 
Milk Societies 
The Primary Milk Society is the foundation of the Cooperative structure. The efficiency 
of the movement solely lies in the strength of these Societies. Primary Milk Societies are 
organized at the rate of one society per village. The purpose of such a society is to 
promote the economic interests of its members by improving quality, and increasing 
quantity of milk production per buffalo or cow and to provide necessary guidance and 
assistance to its members and supply milk to the Milk Unions. These societies also 
supply cattle feed etc. to their members with a view to enhancing milk production. The 
Managing Committer of the Society comprises members elected by those members who 
are eligible to participate and vote in the General Body Meeting. 
Functional 
Societies 
(Avg) 
Year 
Nos. 
94-
95 
1241 
95-
96 
1421 
96-
97 
1609 
97-
98 
1937 
98-
99 
99-
00 
23992607 
00-
01 
01-
02 
27102885 
02-
03 
3166 
03-
04 
3350 
04-
05 
05-
06 
39064127 
06-
07 
5028 
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Producers Co-operative Union at the district level and the state Milk Federation as an 
apex body at the State level. 
The Haryana Dairy Development Co-operative Federation Ltd. registered under Haryana 
Co-operative Societies Act came into existence on April 1, 1977. Its authorized share 
capital is Rs.2000 lacs. It was established with the primary aim to promote economic 
interests of the milk producers of Haryana particularly those belonging to weaker sections 
of the village community by procuring and processing milk into milk products and 
marketing thereof by itself or through its unions. In furtherance of the above objects, the 
Federation undertakes a number of activities such as establishment of milk plants, 
marketing of VITA BRAND milk products of the Milk Unions. Its turnover during 2006-
07 was to the tune of Rs.450.00 crores. It also extends technical guidance to the Unions 
in all spheres of personnel, technical, marketing and financial management as well as 
makes them quality conscious, through use of modem methods of laboratory testing of 
various products. 
Quality - VITA the Hallmark of Quality 
As part of stringent quality measures, milk required for processing VITA products is 
procured from Dairy Cooperative Societies only. It is ensured that the milk is transported 
to chilling centers and plants in clean and sterilized milk cans as quickly as possible. All 
quality measures as per Standard of Bureau of Indian Standards/Agmark are being 
applied before the products are marketed. Well-equippti laboratories are functioning in 
the chilling centers and milk plants to maintain ideal quality standards. VITA is the 
endorsement of quality, a commendation we are Proud of 
Milk Unions 
The Primary Milk Societies (PMS) functioning at the village level join to form a Milk 
Union for carrying out such activities which are conducive and essential for the socio-
economic development of milk producers, by procuring and processing of milk and 
marketing of milk products. The Board of Directors comprising 9 members elected out of 
the Chairmen of affiliated Primary Milk Societies run the day-to-day administration 
through Chief Executive Officer. 
Part III of the thesis 
Qh?pte'- ^ - Theoretical model and researtph methodology 138 
Plants 
There are five milk plants operating in the Cooperative Sector in Haryana. These are 
located at Ambala, Jind, Rohtak, Sirsa and Ballabgarh having a handling capacity of 4, 
70,000 litres per day. 
Punjab State Cooperative Milk Producers' Federation Limited 
The Punjab State Cooperative Milk Producers' Federation Limited popularly known as 
MILKFED Punjab, came into existence in 1973 with a twin objective of providing 
remunerative milk market to the Milk Producers in the State by value addition and 
marketing of produce on one hand and to provide technical inputs to the milk producers 
for enhancement of milk production on the other hand. 
Although the federation was registered much earlier, but it came to real self in the year 
1983 when all the milk plants of the erstwhile Punjab Dairy Development Corporation 
Limited were handed over to Cooperative sector and the entire State was covered under 
Operation Flood to give the farmers a better deal and our valued customers better 
products. Today, when we look back, we think we have fulfilled the promise to some 
extent. The setup of the organization is a three tier system, Milk Producers Cooperative 
Societies at the village level. Milk Unions at District level and Federation as an Apex 
Body at State level. MILKFED Punjab has continuously advanced towards its coveted 
objectives well defined in its byelaws. 
Procurement: 
Milk procurement network: 
Working on "Anand Pattern" the process of organizing societies at village level started in 
Punjab as early as 1978. Presently, there is strong Network of about 6000 (as on 
31.3.2007) Milk Producers Cooperative Societies organized at village level. About 3.60 
Lakh milk producer members are attached to these societies. Fresh milk is procured fi-om 
the milk producers twice a day through village level societies directly without the 
assistance of any middleman. 
Input services: 
It is one of the fundamental objectives of Milkfed to carry out activities for promoting 
milk production in the State. In view of this, various technical input services like 
veterinary health care, artificial insemination services, vaccination, supply of VERKA 
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balanced cattle feed and quality fodder seed etc. are provided for enhancing milk 
production and economic development of farming community. 
Cattle induction programme: 
Government of Punjab has identified dairy sector as thrust area for rural development. 
Recently, Milkfed Punjab has signed memorandum of understanding (MOU) with State 
Bank of India, State Bank of Patiala and Oriental Bank of Commerce for providing loan 
up to Rs.50, 000/- without any collateral security to milk producer farmers for purchase 
of milch cattle on soft terms and low rate of interest. 
Clean milk production programme: 
For improving quality of raw milk right from milk producer's level, q massive 
programme called "CMP" has been launched under which 125 Bulk Milk Coolers have 
been installed in the societies and many more in pipe line. Besides, more than 1000 
Automatic Milk Collection Stations have been provided to the societies for bringing 
efficiency and total transparency in the system. Traditional manual method of milk 
testing at society level is being replaced with Electronic Milk Testers. 
Women dairy project: 
Household level dairying is largely the domain of women especially in small and 
marginal household families. In view of this fact, Milkfed has undertaken Women Dairy 
Project in six Milk Unions namely Hoshiarpur, Ropar, Patial i, Jalandhar, Ludhiana and 
Amritsar with an objective to empower rural women in the field of dairy. This Program is 
being implemented under Support to Training & Employment Program (STEP) with the 
assistance of Government of India. Under this program, 390 women societies with 19860 
vv'omen beneficiary members will be organized. 
Setting up of big commercial dairy farms: 
In order to enhance the milk production and making the dairy farming a profitable and 
sustainable profession, Milkfed has planned to establish at least ten progressive big dairy 
farms in each Milk Union by arranging soft terms loans from the banks. 
Marketing: 
MILKFED is serving nation wide consumers through its net work of Regional offices and 
very strong Distribution channels. MILKFED markets a wide range variety of Verka 
products which include liquid milk, skimmed milk powder, whole milk powder, infant 
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food, ghee, butter, cheese, las'si, SFM, Ice Cream, Malted food etc. etc. The annual turn 
over of MILKFED has crossed Rs.700 crores. Verka is a brand leader in milk powders 
particularly in northern eastern sectors and SMP marketed by MILKFED commands a 
premium price over powders manufactured by competitois which include multi-national 
as well as private trade and other Cooperative Federations. Now Verka is known for its 
quality, freshness, purity and of course its home made taste. 
Extension of the brand: 
After winning faith of innumerable consumers, Verka did not stop. Changing times 
brought new trends, needs, tastes and hopes. Verka, dynamic as ever too acquired newer 
fonr.s of adding values to milk and milk products. Apart from introducing new variants 
of UHT long shelf life milk and SFM in carry away bottles, Milkfed has a plan to add 
more variety of flavors in SFM. VERKA Ice Cream in different flavors and packaging is 
available in the market. Many new products are in pipe line. In true sense, milk had never 
meant so much before. 
Export of milk products: 
After carving a niche in the national market, Verka brand has reached in foreign market 
also. MILKFED has established its Ghee market in Middle East. Verka Ghee reaches all 
the emirates and is available almost in all super markets. The penetration is so deep that 
Verka ghee is available even in far off labor camps. In addition to Dubai, Saudi Arabia, 
Muscat, Australia and Japan, Verka Ghee is exported to New Zealand and Malaysia also. 
Achievements 
On the basis of quality with efficieni administration, MILKFED has not only established 
new mile stone of providing services to Dairy farmers but scaled new heights in 
delighting esteemed customers also. This has resulted into tremendous achievements in 
all flelds. 
Turnover: 
The annual turnover of Milkfed which was Rs.585 crores in the year 2003-04 has hit the 
level of Rs.725 crores in the year 2006-07. 
Equity participation: The paid-up equity of Milkfed as on 31.3.2007 was to the tune of 
Rs.47.15 crores which comprises of Rs.29.02 crores from the cooperative members and 
balance Rs.18.13 crores from State Government. 
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TURNOVER 
(CRORf RUPEES) 
YEARS 
Milkfed Growth At A Glance 
PARTICULARS 
FUNCTIONAL SOCIETIES 
MEMBERSHIP 
AVG. DAILY MILK PROC 
PEAK MILK PROC 
A.I. CLUSTER SOCS. 
FODDER SEED SUPPLIED 
CATTLE FEED SOLD 
AVG..DAILY CITY SUPPLY 
SALE OF SFM 
SALE OF LASSI 
SALE OF ICE-CREAM 
EXPORTS 
TURNOVER 
UNIT 
CUMMU.NOS. 
CUMMU.NOS IN LACS 
LKG SPD 
LKG SPD 
COOMU.NOS. 
M.Ts. 
M.Ts. 
LLPD 
LAC PKTS/BTLS 
LAC PACKETS 
LAC LITRES 
RS.IN LACS 
RS.IN CRORES 
0.7-03 
6643 
3.79 
10.01 
15.01 
305 
. _ . . . . J 
517.40 
71743 
4.68 
29.61 
10.10 
7.63 
953.52 
670.00 
03-04 
6445 
3.76 
7.45 
10.04 
323 
444.10 
73724 
4.97 
30.32 
10.54 
9.17 
698.17 
585.00 
04-05 
6104 
3.56 
7.81 
11.64 
341 
400.30 
66970 
5.27 
35.85 
12.20 
10.23 
1142.28 
653.00 
05-06 
6101 
3.63 
7.82 
11.37 
388 
430.00 
66750 
5.67 
42.49 
16.89 
12.18 
713.67 
682.00 
06-07 
5989 
3.60 
7.78 
11.54 
433 
500.00 
73577 
5.81 
41.92 
19.16 
15.61 
11.50 
725.00 
VRS Food Ltd: 
Paras history reflects back to 1960, when the procurement of milk started with 60 liters of 
milk. The only fundamental that worked right from day one is the quality, which got 
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reinforced in every day of progress. Chairman Vedran., the founder and promoter of 
company is one of the connoisseurs in the dairy farm industry. Ved Ram & Sons started 
as our partnership company in 1987 under company's name VRS foods limited and since 
then in tune with the rapidly changing technology, production units are well armed with 
the latest equipment. These facilities enable us to cater the needs of our clients by selling 
over 250000 liters of milk per day in Delhi Metro. 
We believe that milk should taste just like milk - pure and simple. We don't believe in 
adding anything to our milk. Quality is believed to be dynamic process which requires 
continuous monitoring and up gradation. Thus it is our constant endeavor to make quality 
an integral part of the entire value chain rather then the endpoint. 
At the heart of the entire network of the Paras are hundreds of village level collection 
centers covering 5000 villages across Western UP. Haryana, Rajasthan, Maharashtra and 
Gujrat, from where milk is collected every day. The farmers are not only helped in 
finance but also in buying cattle, feed, providing veterinary services and other 
infrastructure support. The trust of the farmer has grown stronger and so has the network. 
There is continuous monitoring and up gradation of quality. The stress is therefore is on 
ensuring sanitation and hygiene right from village level. That is the reason why every 
village level collection center is equipped for field testing, efficient chilling and speedy 
transportation to the processing and manufacturing facilities. 
Our large manufacturing capacity at five different locations across most part of India is 
backed by an impressive distribution network, to ensure that our products find their way 
to every household in India. 
Milestones: 
1960 
Started loose milk supply and continued the same till 1986 with 2 lakhs liters per day 
1986/87 
Sahibabad plant was set up for liquid milk processing with a capacity of 20000 liters per 
day 
1989 
Start.;d the the Ghee and SMP(skimmed milk powder) production in okhla 
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1993 
VRS foods were established at Gulaothi, UP for Ghee and SMP. 
1997/98 
Sahibabad plant Unit II started producing SMP and Ghee 
1999 
Production of Whey powder and casein started 
2003 
Introduced UHT milk 
2004 
Malanpur Plant started and the Sahibabad plant capacity was increased to 8 Lakhs liters 
per day 
2006 
Lactose unit of Gulaothi with a capacity of lOMT lactose per day 
Malanpur capacity was enhanced by 4 lakhs per day 
2008 
Sandila Plant was made operational 
Organization 
Mr. Rajendra Sungh 
Mr. Surendra Singh 
Mr. Gajinder Kumar 
Mr. Narendra Singh 
Managing Director 
Joint Managing Director 
CEO 
Director - Operations 
Kwality Dairy India Ltd: 
The Company was incorporated as a Public Limited Company on August 21, 1992 and 
registered with the Registrar of Companies (West Bengal) at Calcutta. The Company 
obtained a Certificate of Commencement of Business on 7th July, 1993. The Company is 
setting up a new project with an installed capacity of 3600 tpa for manufacture of Ice 
Cream Mix Powder. The said project would require about 43,700 litres of milk to be 
processed every day to achieve its peak production of 10 tpd of Ice Cream Milk Powder. 
In addition to Ice Cream Milk Powder, the Company will also be producing small 
quantities of Skimmed Milk Powder (SMP), Ghee and Casein out of its unused Solid Non 
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Fat (SNpyWhite Butter (WB) and sour milk. The project is being set up to primarily act 
as a captive supplier of Ice Cream Mix Powder to various ice-cream manufacturing 
companies in the group loosely referred to as the Kwality group. In 1999 Kwality Dairy 
India a subsidiary of Kwality Ice creams India unveils a range of dairy products under the 
brand name KreamKountry 
Sr. No. 
1 
2 
3 
4 
Director's Name 
Gulshan Kumar 
Sanjay Dhingra 
Arun Srivastava 
Rajeev Sharma 
Designation 
Chairman / Chair Person 
Managing Director 
Director 
Director 
Nestle India Ltd 
1959 
1. On 28th March, the Company was incorporated at New Delhi. The company was 
promoted by Nestle Alimentana S.A. through a wholly owned subsidiary, Nestle 
Holdings Ltd., Nassau, Bahama Islands. 
1968 
1. 1, 37,785 Bonus shares issued in proportion 1:10 on 12.9.1968. On November 
company issued 3,00,000 shares at par. 22,000 shares reserved for directors, etc. 
and 2,78,000 shares offered to the Public. 
1970 
1. 34,251 shares issued against machinery to collaborators. 
1978 
1. During the period 4, 00,114 equity shares and 382,751 existing equity shares held 
by Nestle's Holdings, Ltd., Nassau, Bahama Islands (Nestle) were offered to the 
resident Indian nationals at a premium of Rs. 2.50 per share. 
1980 
1. 22, 50,000 bonus shares issued in proportion 1:1 on 30.7.1980 
1983 
1. 27, 00,000 bonus shares equity shares issued in proportion 3:5. 
1985 
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1. 18, 00,000 Rights equity shares issued (Premium Rs 30 per shares; prop. 1:4). 4, 
50,000 additional shares allotted to retain oversubscription. 90,000 No. of equity 
shares allotted (premimum Rs 30 per share) to employees of the Company on an 
equitable basis. 60,000 No. of equity shares allotted (prem. Rs 30 per share) to 
Nestle's Holdings Ltd. to maintain their shareholding. 
1986 
1. The Shareholders approved the issue of non-Convertible debentures (Ilnd series) 
for an aggregate value of Rs 11.52 crores. 96, 00,J00 bonus shares issued in prop. 
1:1. 
1987 
1. During the year installation of a new factory at Nanjangud (Karnataka), for the 
manufacture of instant coffee was in progress. 
1988 
1. During Jan/Feb, the Company offered 19, 35,360-12% secured redeemable 
convertible debentures of Rs 160 each of which 92,160 debentures were reserved 
for allotment to Indian working directors and employees of the company. The 
remaining 18, 43,200 debentures were offered to the shareholders (except Nestle) 
of the company on right basis in the ratio of 4 debentures for every 25 shares of 
Rs.IO each of the company held. Additional 2, 76,480 debentures were allotted to 
shareholders to retain over-subscription. 
2. As per the terms of issue, the convertible part of Rs 60 out of the total face value 
of each debentures of Rs 160 will be automatically converted into one equity 
share of Rs 10 each as fully paid up at a premium of Rs 50 per share on 
31.3.1989. The non-convertible part of Rs 100 of each debenture will be 
redeemed after a period of seven years from the date of allotment of debentures. 
1989 
1. 22, 11,840 No. of equity shares allotted (prem. Rs 50 per share) in part conversion 
of 12% debentures. 14, 74,560 No. of equity shares of allotted to retain 
oversubscription. 90,000 No. of equity shares allotted (prem. Rs 30 per share) to 
employees of the Company on an equitable basis. 60,000 No. of equity shares 
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allotted (prem. Rs 30 per share) to Nestle's Holdings Ltd. to maintain their equity 
shareholding. 
2. The name of the company was changed from Tood Specialties Ltd. 'to 'Nestle 
India Ltd.' on 24th March. 
1990 
1. During the year company entered into chocolate business by introducing Nestle 
premium chocolates 
1991 
1. During the year company issued 10,00,000-14% secured redeemable on-
convertible debentures (series PP-1) of Rs. 100 each to Infrastructure Leasing and 
Financial Services Ltd., on private placement basis. 
1992 
1. As per the turm of Amalgamation scheme 100, 51,850 No. of equity shares of 
Rs.lO each of the company were issued to the NFPIL share holders in the 
proportion of two equity shares of Rs. 10 each of the company for every thirteen 
equity shares of Rs.lO each held in the NFPIL. 
1993 
1. Samalkha factory was commissioned during the yea** and under went expansion 
for cereal based products. 196,07,054 shares 47,51,625 No. of Equity shares of Rs 
10 each allotted to M/s. Nestle SA Switzerland to raise the stake to 51%. 128, 
55,429 bonus shares issued in prop. 1:4. 
1994 
1995 
1. 
During the year company launched a number of new products viz., Cerelac Soya, 
Milk maid. Dessert Mixes, Maggo Tonit's Special Cooking Bases, Maggi 1-2-3 
noodles, Contodina snack dressing and the chocolate items, milky base marbles 
and bar one peanut. And also launched Bonus and Polo. 
During the year company commenced construction of a new factory at Bicholim, 
Goa. At the same year, instant noodles factory was installed and commissioned at 
Samalkha factory. During the year company launched Kit Kat manufactures at the 
new factory at Ponda, Goa. 
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2. During the same year the Nanjangud factory was commissioned and the unit was 
to manufacture MILO - the World's Largest Selling Chocolate energy food drink. 
During 95-96, the company issued secured redeemable non-convertible 
debentures of Rs. 100 each on private placement basis, i.e. 3,000,000 
3. 16.5 % (series PP-2) debentures and 2,500-17.5% cebentures (series pp-2) and 
2,500-17.5% debentures (series PP-3). 
4. 32,138,572 bonus shares allotted in prop. 1:2. 
5. The Chennai-based Jndian Food Fermentations tied up with Nestle India Ltd., to 
market its dosa and vada batter in consumer pack, in the country. The company 
has signed an agreement to this effect recently. Nestle would sell the ready-to-use 
dosa, vada, sambhar and unique masala dosa batter in consumer packs, under its 
own brand name in the country. 
1996 
1. During the year company launched MILO-Chocolate energy food drink in South 
India and a range of culinary products like, Dosa and Sampar mixes, pickles and 
new varieties of soups under the brand Maggi. 
1997 
1. Nestle India (NIL) is raising Rs.50 crore through a non-convertible debenture 
issue. The issue has been rated AAA by Credit Rating and Information Services 
of India (Crisil), indicating the highest safety with respect to timely payment of 
interest and j)rincipal. 
2. NIL is one of the top players in the processed food & beverages industry and the 
largest producer of instant coffee with a 49 per cent market share. 
3. After the success of KitKat and Polo, Nestle India has launched its first product in 
the hard boiled sugar confectionery market, Allen's Splash. 
4. Nestle's wafer chocolate brand, Kit Kat, which created a major dent in the market 
with its launch, its international milk drir.k brand Milo has garnered a mere three 
per cent share (value terms) in the Rs 500 crois market, a year after its launch in 
India. 
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5. Nestle India Ltd. (NIL) leads the list of the country's top 15 coffee exporters for 
the ongoing calendar year in terms of both quantum and value for the period 
January 1 - October 23. 
1998 
1. Swiss multinational Nestle SA has ordered an international auditing of its Indian 
subsidiary, which has been mired in a controversy of alleged financial 
irregularities and insider trading. 
2. Nestle SA and the BM Khaitan group set up a joint venture, Nutritional Food 
Products India Ltd, in 1990 which was amalgamated with NIL in 1993. 
3. Nestle has set up a parallel distribution network across the country. 
1999 
1. The company has also set up a special cold chain for product distribution in select 
retail outlets. - Nestle India has entered into a 10-year agreement with Campco in 
February, 1990 for manufacture and supply cf bulk quantity of chocolates and 
cocoa products. 
2000 
1. Nestle is set to enter the domestic bottled water business and will launch the 
product under the brand name 'Pure Life'. 
2. The Company has launched its ultra heat treated liquid milk, 'Nestle Pure Milk', 
in Bangalore, Chennai, Hyderabad and Kochi. 
3. The Company has launched Perrier and will celebrate Perrier Invitation Golf-
2000. 
4. Nestle India Ltd. to launch Nescafe Gold and Nescafe Gold Decaffeinated 
5. Nestle India has launched a range of gift packs under the Fox confectionery brand 
name for the festival seasons. 
6. The Company launched its second premium mineral water brand San Pellegrino 
in India. 
2001 
1. Nestle India Ltd. has launched 'Pure Life', its mass-market bottled water, adding 
one more premium brand to the already saturated Rs 600-crore bottled water 
segment. 
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2. The board of directors of Nestle India on July 27, nominated the Chairman and 
Managing Director of NUT Ltd, Mr Rajendra S. Pawar, on the company board 
with effect from October this year. 
3. The board of directors of Nestle India on July 27, nominated the Chairman and 
Managing Director of NUT Ltd, Mr Rajendra S. Pawar, on the company board 
with effect from October this year. 
2002 
1. Nestle Group increases holding in Nestle India to 53.27% 
2. Ties up with Nilgiris to co-brand various dairy products like dahi, paneer, ghee 
and possibly milk -Launches a throat lozenge branded Acti-V to compete against 
Proecter & Gamble's Vicks cough drops 
3. Regains top coffee exporter positon in India 
4. Parson Nutritional Pvt. Ltd. buys the assets of Excelsia Foods, including its 
manufacturing unit at Ghaziabad, from Nestle S.A 
2003 
1. Rolls out Nestle Development Nutrition Plan for infant weaning and launches its 
infant food CERELAC 123 as a range of products graded to the needs of infants 
in each stage of the plan 
2. Nestle India's executive director Ranjit Raj re-elected to be the Coffee Board 
member representing instant-coffee manufacturers 
3. Nestle SA, Switzerland, buys 1.01 million shares in its Indian arm 'Nestle India'. 
With this purchase, the parent holding in its Indian arm goes up to 59.8 per cent 
from 58.7 per cent 
4. Consumer Body files case against Nestle India in National Consumer Dispute 
Redressal Commission (NCDRC) regarding the non-compliance in weight in its 
50-gm Nescafe packs 
5. Signs a 100 per cent buyback pact with Bengal Nestor's India Ltd (BNIL) for its 
ultra heat treated milk and other dairy products 
6. Paul Bulcke, now head of German operations, will replace Carlos Eduardo 
Represas as top executive in the Americas zone from July 1, '04. 
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2004 
1. Nestle India bags Tetra Pak's annual dairy and beverage industry award 
2. Nestle India has signed on Bollywood actress Preity Zinta to feature in its latest 
commercial brand maggi 
3. Nestle introduces 'Sweet Lassi' in Delhi, Punjab and Haryana 
4. Nestle India said on June 24, 2004, it has signed Rani Mukherjee as brand 
ambassador for its chocolate brand Nestle Munch and the advertising campaign 
will be released on June 25 
2005 
1. Neslte India launches new variant of Maggi 
2. Delists securities from the Delhi Stock Exchange Association Ltd (DSE) w.e.f. 
July 15, 2005. 
2007 
1. Nestle India Ltd has informed that the Board of Directors of the Company at its 
meeting held on July 31, 2007, inter alia, has appointed Mr. Pradip Baijal as a 
Non-Executive Director of the Company. 
Sr. No. 
1 
2 
3 
4 
5 
6 
7 
Director's Name 
Martial G RoUand 
Shobinder Duggal 
Pradip Baijal 
Michael W 0 Garrett 
Ravinder Narain 
Rajendra S Pawar 
Richard Sykes 
Designation 
Chairman and Managing director 
Director 
Non Executive Director 
Non Executive Director 
Non Executive Director 
Non Executive Director 
Alternate Director 
Cadbury India Ltd 
1948 
I. Company was incorporated on 19th July, as a private limited company under the 
name of Cadbury-Fry (India) Private Limited and commences business soon 
thereafter. Manufacturing facilities were set up gradually 
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1964 
1. The Company undertook at its own cost and responsibility the development of 
cocoa growing in the country. A specialist cocoa advisory service was created. A 
cocoa research centre was also created together with seeding nurseries and 
distribution centers. 
2. Through its subsidiary, Induri Farm Ltd., the Company had set up facilities near 
Pune to breed cattle that would give improved yield of milk at economic feeding 
costs. 
1967 
1. Cadbury introduced the Tive Star and Gems' chocolates in 1967 and 1968 
respectively. 
1977 
1. The name of the Company was changed from Cadbury-Fry (India) Pvt. Ltd., to 
Cadbury India Pvt. Ltd., on 7th June. It was con '^erted into a public limited 
company on 11th June. An agreement was entered into with Cadbury Overseas 
Ltd., (COL) U.K., on 3rd May, for technical services concerning new products 
and processes. 
2. The Company entered into an agreement with CSOL for the grant of a license for 
continued use of the word 'Cadbury' as part of the Company's corporate name. 
3. The Company was grated a letter of intent for the manufacture of 6,000 tones per 
annum of processed vegetable oils/fats (cocoa bu.*er substitute) wholly for export. 
4. The Company also received a letter of intent for setting up manufacturing 
facilities in Jammu & Kashmir for the production of apple juice concentrate. 
Approval of Government was received for technical collaboration with Bulmer's 
of the U.K. 
5. Shares subdivided on 22.03.1976, 13, 60,905 bonus shares issued in prop. 10.50:1 
on 28.04.1977. 9, 93,677 shares issued (prem. Re.l per shares) 1, 43,677 shares 
reserved for allotment to resident Indian directors their friends and employees and 
8, 50,000 shares offered to the public in July. 
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1978 
1. In December, CSOL disinvested out of their holdings in the Company, 2, 90,515 
equity shares of Rs 10 each through an offer for sale at a premium of Rs 3.50 per 
share as follows (i) 1, 30,515 shares to V. Mallya and M.L. Apte and (ii) 1, 
60,000 shares to resident Indian shareholders as rights in proportion 1:10 out of 
which about 60,000 shares were reserved for Indian directors and employees of 
the Company. 
2. After the offer for sale in December and new ii,^ ue of capital in May 1979, the 
non-resident holding in the Company was reduced to 40%. 
3. With a view to upgrading the present technology, improve quality of the products, 
the Company proposed to acquire technology and process know-how from 
Cadbury Schweppes pic, (CSP) who offer the said services only to their wholly 
owned subsidiary companies. 
4. The Company allotted during Jan.-Feb. 1993, along with its Rights Issue, 22, 
92,000 equity shares of Rs 10 each at a premium of Rs 90 per share to CSOL. 
1979 
1. Industrial license for the apple juice project was received and the project was 
commissioned on 16th September, 1980. 
2. 5,15,808 shares issues (prem. Rs 2.50 per chare) in May 1979: 70,000 shares to 
UTI and 40,000 shares each to LIC and GIC; 44,760 shares to Indian directors 
and employees of the Company and 3,21,048 shares as rights to resident Indian 
shareholders in prop. 1:4. 
1981 
1. The Company received a certificate to manufacture 2,200 tones of chocolates at 
Indori. 
1982 
1. On 17th December, the name of the Company was changed from Cadbury India 
Ltd., to Hindustan Cocoa Products Ltd., consequent to 60% of its shares being 
held by the Indian public. 1984 
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2. 12, 00,000 bonus shares issued in prop. 2:5. 
3. The company launched its dairy milk chocolate, which has now become the 
flagship brand of the company. A diversification into the ice-cream market in 
1989 by introducing Dollops was undertaken in a strategic alliance with Brooke 
Bond India (a subsidiary of Unilever), which was sold off to the latter in 1992. 
1985 
1. The Company explored the possibilities of entering into the business of software 
export. 
1986 
1. The Company received approval of the Company Law Board for undertaking 
software business and efforts were taken to explore the opportunities both at home 
and export markets. 
1987 
1. In chocolate group, the Company launched new products such as 'Crackle', 
'Orange', 'Strawberry Krisp', 'Mello', and 'Wildlife bar'. For every 'Wildlife bar' 
sold, the Company makes a contribution to the Wildlife fund, as per an agreement 
entered into with the fund. In the foods drinks, the Company launched 'Choc 0 
Cheer. 
2. 42, 00,000 bonus shares issued in prop. 1:1. 
1988 
1. The Chocolate division introduced some more new products to upper and lower 
ends of the market. In the food drinks area, a higher protein drink under the brand 
name 'Enriche' was successfully introduced. 
2. The Company diversified into ice-cream market and a product under the brand 
name 'Dollops' was test marketed in Hyderabad on New Year's Day. 
3. In order to meet the growing demand for the Company's food drink products, it 
was decided to establish a new factory at Malanpur, Bhind District in the State of 
Madhya Pradesh. 
1989 
1. The product of the food drinks was marketed under the brand name 'Enriche'. 
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2. Effective 1st December, the name of the Company was changed from Hindustan 
Cocoa Products, Ltd. to Cadbury India, Ltd. to reflect the wider range of products 
manufactured/marketed by the Company. 
1993 
1. With effect from 18th July, the Company's Ice Cream business comprising 
manufacturing arrangements with two well known brands Dollops & Lopstop was 
transferred to Brooke Bond India Ltd. for a consideration of Rs 1062.65 lakhs and 
an assurance from the company to Brooke Bond that they would not make or sell 
Ice creams for a period of 8 years. 
2. During January-February, the Company issued 16, 80,000 equity shares of Rs 10 
each for cash at a premium of Rs 90 per share on Rights basis in the proportion 
1:5 (all were taken up). Allotment of 105 shares of these was kept in abeyance 
based on Court orders. 
3. 16, 80,000 rights shares allotted (prem. Rs 90 per share prop. 1:5). Another 
28,000 shares allotted to employees, etc. (premium Rs 90 per share) in 1992-93. 
22, 92,000 shares allotted to CSOL (premium Rs 90 per share). 105 shares kept 
in abeyance were allotted. 
1994 
1. The Company undertook a modernization and rationalization program at its 
Malanpur factory at a cost of Rs 40 crores. 
1995 
1. Terk' was launched from its Malanpur plant. Towards the end of 1996, the 
Company has launched a new range of sugar confectionery, 'Googly', a trangy, 
fizzy firuit flavored candy in Chennai under the brand name 'Trebor'. 
2. 74,40,000 bonus shares issued in prop. 3:5. 
1997 
1. Cadbury India Ltd has announced rights issue of equity shares at a price of Rs.l50 
each in the ratio of one equity share for every five shares held. The company has 
fixed book closure for the purpose of determining r.ghts entitlement between May 
6 and June 2. 
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2. Cadbury India Ltd has launched Truffle - flavored soft centre moulded chocolate 
bar. The product was launched in Calcutta, Mumbai and New Delhi during 
October with subsequent launches planned in Bangalore, Chennai, Hyderabad and 
other mini-metros in a phased-manner in November. 
3. Cadbury India is launching its well-known beverage Boumvita in sachets. 
4. 39,61,473 No. of equity shares of Rs 10 each at a premium of Rs 140 per share 
allotted on rights basis in prop. 1:5. 
5. 32 shares kept in abeyance issued. 
1998 
1. Cadbury's launches Picnic: Cadbury India Ltd on March 23 announced the launch 
of Picnic in Kamataka. It is being made at a specially imported new line in the 
state-of-the-art factory near Gwalior. 
2. Cadbury India is celebrating its golden jubilee in India. To commemorate the 
occasion, the company has organized a series of events for the employees and 
business associates in Mumbai, the branch offices and plant sites. 
3. The Board of directors of Campco has approved the proposal to enter into an 
agreement with Cadbury. 
4. Cadbury India is exploring the possibility of generating revenue from Cadbury 
House, its corporate headquarters at Pedder Road in south Mumbai. 
1999 
1. Cadbury India Ltd has launched a new product, 'Nice Crem', under its sugar 
confectioner business. The sugar candy has been launched only in Mumbai. 
2. During 1994-95, Cadbury's entire range of products was introduced in 
Bangladesh. Its new wafer product, Perk, was launched in Sep.'95, in Mumbai, 
Delhi, Calcutta, Pune and Goa. The company launched a new range of sugar 
confectionery, Googly a tangy, fizzy, fruit flavored candy in Tamil Nadu under 
the Trebor umbrella brand name. 
2000 
1. Cadbury's has introduced Perk Slims, a slimmer version of the wafe. 
2. The Company has relaunched Perk, its chocolate-coated wafer; it has four new 
layers covered in Cadbury Dairy Milk Chocolate. 
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3. Cadbury India Ltd. has launched a range of gift packs for Diwali. 
4. The Company had entered into a Memorandum of understanding on July 5th, to 
sell its immovable property at Colaba, Mumbai. 
2001 
1. Mathew Cadbury will take over as the new managing Director of the Rs 511 -crore 
Chocolate confectionery major, Cadbury India Ltd. with effect from February 5. 
2. The Company has launched Sweet Nothings range of gift packs for Valentine 
Day. 
2002 
1. Cadbury Schweppes Pic acquires 39.34% stake in its Indian subsidiary Cadbury 
India Ltd. 
2. Cadbury Scheweppes Pel developed a new phenomenon allowing its consumers 
to define its brand profile. 
3. Cadbury India has executed an agreement with Kalpataru Properties Pvt Ltd for 
sale of land at Thane. 
4. Cadbury's market share has dipped to 70.7% due to competition. 
5. Cadbury India tapping unconventional marketing channels like non-retail chains 
to drive their market expansion. 
6. The Maharashtra Food and Drugs Administration seize stocks and charges 
cadbury with mis-branding. 
7. Cadbury's buy out of pfizer's confectionary brand is expected to set a strong base 
in the oral gratification category 
2003 
1. Cadbury India launches Cadbury's Heroes, which is a blend of company's leading 
brands. 
2. Adams will now be a part of the mass markets division of cadbury India. 
3. Cadbury has roped in advertising firm called Lemon to handle creative for its 
products temptation and milt treat. 
4. Cadbury India has dropped Carat India and roped in Madison Media for the media 
planning and buying. 
5. Cadbury India relaunched its flagship brand 'Cadbury Dairy Milk'. 
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6. Cadbury to tie up with BPL Mobile for SMS vending services. 
7. Cadbury India has been identified as 'innovation centre' by its overseas parent. 
2004 
1. Amitabh Bachchan new brand ambassdor for Cadbury Dairy Milk 
2005 
1. 
2007 
Cadbury Schweppes Asia-Pacific has announced that Mr Bharat Puri, Managing 
Director of the Indian sub-continent, has been appointed Commercial Strategy 
Director for Asia-Pacific and will be based in Singapore 
1. Cadbury India has rolled out a wafer-based chocolate called 'Ulta Perk' nationally. 
'Ulta Perk' has been test marketed in southern states like Tamil Nadu and 
Kamataka for over 6 months and is now being launched in other parts of India. 
The product is targeted towards teenagers and youth. 'Ulta Perk' will be the 
second product offering from Cadbury in the chocokte-wafer segment, after the 
•Perk' brand. 
Organization 
Mr. C Y Pal Chairman - Non Executive 
Mr. Rajiv Wahi Vice Chairman - Non Executive 
Mr. Anand Kripalu Managing Director 
Mr. Amit Banati, Harsh Mariwala, 
Radhakrishnan, B. Menon, Suresh Talwar Non-Executive Directors 
Executive Directors 
Mr. AtuI Bhatia Executive Director - Science & Technology 
Mr. Rajesh Garg Executive Director - Finance & Commercial 
Mr. Jaiboy Phillips- Executive Director - Supply Chain 
Mr. Sanjay Purohit Executive Director - Marketing & International 
Business 
Mr. Sunil Sethi Executive Director - Sales & Customer Development 
Senior Management 
Mr. Ashish Pisharodi 
Mr. Rajesh Ramanathan 
Mr. Shiva nand Sanadi 
Dr. Shantanu Samant 
Mr. Vivek Sarbhai 
Vice President - Modem Trade 
Vice President - People & Talent 
Vice President - Legal Affairs 
Vice President - Science & Technology 
Vice President - Logistics & Customer Operations 
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Responses: 
Researcher planned to approach 36 respondents with questionnaires and interviews - 18 
managers, (financial and commercial manager) from each of the nine central firms of 
case, 9 general managers of suppliers and 9 general managers of customers. Fortunately, 
resear-.her contacted all 36 managers (See Table 4.C) including 18 managers of the nine 
central firms, 9 managers of their suppliers and 9 managers of their customers. It was 
expected a response rate of at least 20 (60%). However, the actual case analysis has a 
response rate of 100% of all respondents. This includes 100% internal response rate and 
100% external response rate. Table 4.E summarizes the result of the responses. 
Table 4.E • Responses of Firms, Suppliers and Customers 
Category of firm 
Co-operatives 
UP Dairy Co-operative 
Panjab Dairy Co-operative 
Haryana Dairy Co-operative 
Private Dairy Firms 
Mother Dairy Pvt. Ltd 
Kwality India Pvt. Ltd 
VRS Food Pvt. Ltd 
MNCs Dairy Firms 
Heinz India Ltd 
Nestle India Ltd 
Cadbury India Ltd 
Internal response 
CM Finance 
IQ 
IQ 
IQ 
IQ 
IQ 
IQ 
IQ 
I 
I 
Commercial 
Mer 
IQ 
IQ 
IQ 
IQ 
IQ 
IQ 
IQ 
I 
I 
External Response 
Supplier's 
Mgr 
IQ 
IQ 
IQ 
IQ 
IQ 
IQ 
IQ 
IQ 
I 
Customer's 
Mgr 
IQ 
IQ 
IQ 
IQ 
IQ 
IQ 
IQ 
IQ 
I 
IQ - represents that the manager has answered both interviews and questionnaires. 
(-)Represent that the manager did not answer the interviews and questionnaires. FM - financial manager 
and CM - commercial manager. IQGM - indicates that, the general manager answered interviews and 
questionnaires referring to the commercial manager b'*cause the general manager also acted as a 
commercial manager too. 
Familiarity of managers with language and terms 
During data collection (using the process described in next section 4.C.3), it had been 
enquired on the academic qualification of financial and commercial managers. It was 
found out that 90% of the financial and commercial managers hold a Post graduate 
degree in either commerce or Finance or they were CA with experience of average ten 
years from the premium institutes. Same terms that are used in the process of teaching 
and learning were applied in the questionnaire. As it can be observed in the appendices 
(5.A, 6.A, 7.A), information on the role of working capital management on the firms 
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value creation is obtained from these financial managers. Therefore, it was believed that 
they clearly understood the meaning of value and value creation the way it was used in 
the questionnaires and interviews and in theoretical model. However, all the managers 
can communicate in the English language to the level of satisfaction. 
4. C .3. Data Analysis 
Data analysis mainly concerns the comparison of the theoretical background (as 
summarized by theoretical model) and the practical findings that will be collected from 
the firms' managers using questionnaires and interviews. However, before embarking 
into the discussion of the specific methods of primary and secondary data collection 
approaches and methods of data analysis it will be better to describe units of analysis and 
study period as well as criteria for interpreting the findings. 
Unit of analysis and study period: The central unit of analysis of case study is "the 
government, private and MNCs manufacturing firms in India" whose management of 
working capital - internally and externally is studied and the sub-units are the 10 firms, 
which are the topic of the study. The study period applicable to the data collection with 
regard to the interviews and questionnaires refer to 6 months (June, 2008 to Nov, 2008). 
The financial statements refer (as much as the data is available) to the 10 years (1997 to 
2007). 
Criteria for interpreting the findings: Data is collected on the manager's opinions on 
their management of working capital - internally and externally. Managers were asked 
what approaches they use in managing their working capital levels of investment and 
finances as well as operations of purchasing materials and selling finished goods and how 
they apply the working capital management approaches. The main criteria for interpreting 
the findings are the existence and relevance of management systems on the internal and 
external working capital operations and levels moreover the influence of managerial 
empowerment on working capital management is also studied. Existence looks at 
whether there are policies, procedures and techniques implicitly or explicitly applied by 
the firms with regard to the management of working capital operations and levels. 
Relevancy refers to ^vhether the policies, procedures and techniques (if any) are relevant 
to create firm value. Managerial empowerment refers to whether firms' management has 
the required authority to manage the internal and external working capital operations and 
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levels. It also refers to whether the implementation of the policies, procedures and 
techniques are assigned to the responsibility of an appropriate manager who is given the 
required authority that s/he needs to make relevant decisions at that level. 
Primary data analysis using questionnaire and interview To find the views of the firms' 
managers as well as their suppliers and customers, structured interview questions and 
questionnaires are used. The interview questions and questionnaires referring to the 
general, financial and commercial managers of the central firms were prepared and 
conducted in the English language while those that refer to the firms' suppliers and 
customers were translated into the local language - "Hindi" if needed. As it is indicated in 
Table 4.F below, questions on overall working capital management were referred the to 
the firms' general managers, questions on levels of investment and financing to financial 
managers and the questions on operations to commercial managers. It would be 
worthwhile to note here that, research did not consider the study of work-in-progress 
inventory for two reasons. First, concentration was on the working capital inventory 
levels that have a direct linkage with the firms' suppliers (raw materials inventory) and 
customers (finished goods inventory). Second, empirically it is found out that many firms 
consider work in process inventory left at the end of the year as either raw materials 
inventory or finished goods inventory, in which case it is included in the study of raw 
materials inventory or finished goods inventory. Production manager of the firms were 
also not approached because concentration was on the managers who have direct linkages 
with the firms' suppliers and customers. Moreover, it was also expected that approaching 
the other managers that is, financial manager and commerciai manager could also help to 
obtain the information that could be get from the production managers. 
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Table -4.F Questions on WCM Issues 
Respondents 
General Manager 
for general Issues 
Financial Manager 
On the 
management of 
working capital 
levels 
Commercial 
Manager: On tlie 
nanagement of 
working capital 
operations 
General Issues 
General issues 
General Issues, 
Performance 
evaluation 
Internal Issues 
Competitive strategy 
Investment policy on the 
levels of cash, inventory and 
receivafafes, - Financing po/icy 
and management of costs of 
fmancing 
Policies on purchases and 
suppliers contact, contract and 
control, Policies on sales and 
customers contact, contract 
and control 
External Issues 
Firm-supplier cooperation 
on primary activities, Firm-
customer co-operation on 
primary activities 
Inter-firm co-operation on 
managing the (eveis of cash, 
inventories and receivables 
Firm-supplier co-operation 
on purchase related 
activities. Firm-customer 
co-operation sales related 
activities 
Questionnaire data analysis: Each question in the questionnaire is provided with a 
number of alternative answers and ends-up with "others" so that the managers can 
include their own way of thinking. Responses are quantified on the basis of five point 
Likert's scale, ranging from 5 to 1 (Murphy G. and Likert R. (1967)'. The scales show 
how positive or negative the managers' responses are to the alternative options in each 
question. A scale of 5 indicates very positive, 4 positive, 3 neutral (between 4 positive 
and 2 negative), 2 negative, 1 very negative and (-) represents that the manager did not 
give an opinion. The researcher has administered personally the distribution and 
collection of the questionnaire. In administering the distribution and collection of the 
questionnaires, a firs: appointment was made individually with the managers by 
telephone. On the appointment date, first, an official letter that identifies the researcher 
was handed over. Second, the objective of the study, theoretical model and how the 
questionnaires have to be filled in was explained to the managers. Lastly, the 
questionnaires were get filled from the managers with an appointment for the Interview. 
This took around 90 minutes. When collecting the questionnaire about 15 minutes was 
taken to explain questions that the manager might have and an appointment was made for 
conducting the interview. After collection of the questionnaire data, information was 
transferred to a data summary sheet by the researcher and notes of inconsistencies or 
unfilled questionnaires were taken. Before the final interview session started managers 
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were asked questions of clarification regarding their responses to tiie questionnaire. These 
questions of clarification took generally from 15 to 30 minutes. 
Interview data analysis: The interview questions are designed to validate the 
questionnaire. The interview questions require the managers to give their opinion on what 
approaches they use, how they apply the approaches, what problems they face and how 
they solve the problems for managing working capital - internally and externally. Again 
at least one reminder call was made before the due date of the interview appointment and 
a final reminder aboui one hour before the time of appointment. For all the interviews 
notes were taken during the interviews. Interview questions took generally from 60 to 90 
minutes. 
Secondary data analysis using financial statements: The secondary data refer to the 
information to be collected from the firms' audited financial statements of 10 years from 
1998 to 2007. The financial statements include balance sheets, income statements and 
cash flow statements. The data on financial statements' are to be used to answer 
questions regarding the firms' performance. 
Evaluation of the financial performance is divided into four sections. First, investment 
composition is studied by using asset structure ratios comprise of working capital to total 
assets and working capital related ratios such as cash to working capital, receivables to 
working capital and inventory to working capital. 
Second, the liquidity ratios (current ratios and quick ratios) are to be used to evaluate the 
firms' liquidity and capacity of short-term financing. Working capital liquidity and 
financing is also analyzed in order to study how the firms' investments are financed and 
evaluate the firms' liquidity position. 
Third, the firms' overall efficiency in turning over the assets and generating profit is 
studied by using activity and profitability ratios. Activity ratios indicate the operational 
efficiency of working capital activities, in terms of how fast receivables and inventories 
are converted into the cash. The activity ratios comprise of, inventory turnover, 
receivables turnover and overall working capital turnover. Profitability ratios were also 
used, specially gross profit margin, net profit margin and return on assets. 
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4, C.4 Research Credibility: 
According to Yin R. K., (1994a)'°, credibility of the research findings can be confirmed 
by subjecting the data to two tests of measurement, namely, reliability and validity 
(content, construct, internal and external). 
Reliabiliy Reliability is concerned to the objectivity of the data collected and its source. 
Reliability is applied by checking for errors and bias. The reliability of a measure shows 
the stability and consistency with which the instrument is measuring the concept (Sekaran 
1992). Stability shows the abifity of the measure to remain the same over time in spite of 
unmanageable conditions. Internal consistency of the measurement is representation of 
the homogeneity of the items in the measurement. The items measured should "hang 
together as a set" and be able of separately measuring the same concept such that the 
respondents attach the same overall meaning to eacli item. The reliability of a case study 
refers to the extent to which repeatedly applying the same data collection procedures lead 
to the same result (Yin R. K., 1994). 
For a case study to be dependable there must be a database that can be transparently used 
so that other investigators can evaluate the evidence. This database may include 
documents collected from the researched firm, questionnaire data recorded in data 
summary sheets, narrative records of interview conducted. It has to use multiple sources 
of proof as a means to check the reliability. In this research, y/w/, the questionnaire is to 
be collected and imouted to data-summary sheets for use in the research analysis and 
further reference. Second, after assessing the managers' answers to the questions in the 
questionnaires (unanswered questions or inconsistent answers are noted), interview 
questions are designed and are conducted with the same managers and then a narrative 
report of the interviews conducted has transcribed and filed for use in the research 
analysis. Third, archival records of audited (as much as possible) financial statements 
would be collected and summarized for analysis of the firms' financial performance. 
For a case-study founded on a theoretical background the reliability of subjective 
responses is ensured by means of a number of measures, so reliability of the responses of 
the managers is ensured in different ways. Moreover, subsequent methods were used to 
ensure the reliability of the managers' responses. Managers at different levels were asked 
similar questions. Interview questions are designed to support the reliability and 
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objectivity of the answers to the questionnaires. Managers of all the firms were asked the 
same questions and researcher checiced the answers of mangers of one firm with the 
answers of other firms. The same questions were asked to the mangers of the firms and 
the mangers of their suppliers and customers. Externally audited financial statements 
were used (as much it is possible) to check the reliability of the data. 
Validity tests help to ensure that what is being measured is what the researcher wants to 
measure and not something else. Validity measures are grouped into content validity, 
construct validity, internal validity and external validity or generalization (Yin Robert K 
(1994), Rayan B., Scapens R. W., Theobald M., (1992), Sekaran 1992). 
Content validity ensures that the measure includes an ample and repetitive set of items 
that are pertinent to the concept. In this research study, contsnt validity is taken care of by 
checking whether the responses to questions in the inte'^iews and questionnaires 
converge into the same direction. Questionnaire responses, which the researcher found to 
be unclear, unfilled or contradicting with each other, were also, discussed with the 
respondents as a first step during interviewing. 
Construct validity measures how well the results obtained from the use of the measure fit 
the t'.eories around which the tests are designed. It refers to establishing correct 
operational measures (Yin Robert K (1994) and tests whether the data collection 
mechanisms actually measure the factors intended to be measured in the case research. In 
support of construct validity relations between the empirical findings of the research with 
the supporting theories is compared. Moreover to further support the construct validity, 
various sources of confirmation (questionnaire, personal interview and archival records) 
were used. Researcher has also intensively interacted with the respondents during the 
distribution and collection of the questionnaire as well as during interviews. 
External validity or generalization is used to know if case research findings can be 
generalizable beyond the immediate case study. Generalization can be statistical or 
analytical. Statistical generalization deals with generalization of a sample from a 
population. Analytical generalization can be attained if a previously developed theory is 
used as a pattern with which to compare the empirical results of the case study. But it can 
also be possible to generalize a particular set of results to some broader theory or to 
develop insights to build a new theory. An analytical generalization is opted for external 
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validity. Research has used the theories of value management, particularly; value 
network, value chain and transaction costs and compared them with the result of the 
empirxal study, the result of which is included in research conclusions and future 
research directionability. 
4. D. Conclusion: 
In this chapter theoretical model and the research methodology is presented. Main 
variables and their interrelationship are explained illustratively (using Figures 4-A and 4-
B and Tables 4-A and 4-B). Research model is categorized into the main model where 
Rappaport's value network model is adopted into the research model. This helped to 
segregate the theoretical model into managing working capital - internally and externally 
and to look for rele\'ant factors. Then alternative research methods were described that 
were used for data retrieval and research analysis. Particularly, it was argued that it is the 
case research that can serve the purpose. Based on the case research, the phases of the 
research are discussed. 
In the initial or preparation phase design and implementation of the field research and 
data collection is covered. Here researcher reviewed the various alternatives of data 
retrieval techniques and disclosed that interviews, questionnaires and archival records 
were opted for the purpose. In the execution phase researcher presented the 
implementation of the research plan as well as the sub-phases of the implementation. In 
the analytical phase, sequences of analysis are aired out that would be applied and from 
which conclusions and recommendations will be drawn. Under design of data analysis, 
unit of analysis and the criteria for interpreting the findings were disclosed. Here it is 
argued that how primary data collected through interviews and questionnaires as well as 
the secondary data from the firms' financial statements have been used. 
Finally, it is covered how researcher tries to ensure the credibility of the data and research 
analysis, particularly the reliability of the data and the validity of the analysis. 
Generally, researcher claims here that applying multiple sources of data, namely, 
interviews and questionnaires, ensures the reliability of the data source as well as 
externally audited financial statements. The construct validity is ensured through the 
researcher's intensive interaction with the firms. Content validity is taken care of by 
discussing the questions with colleagues and then testing with the help of pilot study 
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before fully distributing the questionnaires to the respondents and conducting the 
interviews. It is also checked that the responses in the interviews and questionnaires 
converge into the same conclusion. 
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Chapter 5 
Dairy Co-operatives 
5. A. Introduction 
In the chapter four, a conceptual framework for the research study was developed, based 
on which fieldwork was conducted to collect relevant data. In this chapter, there is 
starting of describing and explaining the data collected. Afte*- introducing the chapter in 
this section (section 5.A), overall working capital management issues of Haryana dairy 
development coop. Fed. Ltd are discussed in section 5.B. Section 5.C covers the internal 
management of working capital levels and operations. Section 5.D presents external 
working capital management - including firm-supplier linkages and firm-customer 
linkages. Finally, section 5.E winds-up the chapter with conclusions. 
Specifically, this chapter answers part 3(a) of the research question "In what way 
selected co-operative owned agribusiness (dairy) firms "n the manufacturing sector of 
India mange their working capital internally and externally." To this end, the internal and 
external management of working capital operations and levels of the three dairy co-
operatives, Pradeshik Co-op Dairy Federation Ltd., Punjab State Cooperative Milk 
Producers' Federation Ltd, Haryana dairy development coop. Fed. Ltd., are studied. 
Particularly, an analysis of Haryana dairy development co-operation Fed. Ltd. internal 
working capital management, its supplier linkage with Rohtak District Milk Union and its 
customer linkage with Mother Dairy is presented. 
Haryana dairy development co-operation Fed. Ltd is selected because it is one of the well 
established dairy co-operative of NDDB. It represents a typical government firm whose 
supplier and customer linkages are included in this study. Finally internal and external 
management of working capital levels and operations are compared of Haryana dairy 
development co-operation Federation Ltd. (HDDCFL) and Pradeshik Co-op Dairy 
Federation Ltd., Punjab State Cooperative Milk Producers' Federation Ltd. 
5. B. Overall working capital management 
This section presents HDDCFL's overall working capital management issues. It includes 
management responses to questions related to the firm's historical background, 
organizational structure, objectives of working capital management and constraints to 
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achieve the objectives as well as the role of working capital management in creating 
value. Background information on HDDCFL is given in brief in (section 5.B.1) and then 
comparative analysis of the co-operatives firms is presented in (section 5.B.2). For 
detailed information on overall working capital management issues, see Response Table 
5.A. 
5. B.l. Background information 
Historical Background HARYANA is one of the most progressive states of Republic of 
India. In the domain of dairy development it is well known for its productive milk cattle 
particularly the 'Murrah' Buffaloes and Haryana Cows. The economy of the state is 
predominantly based on agriculture. People rear and breed cattle as a subsidiary 
occupation. Milk production in the State was estimated around 147 lacs litres per day 
during 2006-2007. 
The essence of various programmes launched in the State has been to adopt the Anand 
pattern of Milk Co-operatives. Under this system, all the functions of dairying like milk 
procurement, processing and marketing are controlled by the Milk Producers themselves. 
It has three tier system comprising milk Producers Societies at the village level. Milk 
Producers Co-operative Union at the district level and the state Milk Federation as an 
apex body at the State level. 
The Haryana Dairy Development Co-operative Federation Ltd. registered under Haryana 
Co-operative Societies Act came into existence on April 1, 1977. Its authorized share 
capital is Rs.2000 lacs. It was established with the primary aim to promote economic 
interests of the milk producers of Haryana particularly those belonging to weaker sections 
of the village community by procuring and processing milk into milk products and 
marketing thereof by itself or through its unions. In furtherance of the above objects, the 
Federation undertakes a number of activities such as establishment of milk plants, 
marketing of VITA BRAND milk products of the Milk Unions. Its turnover during 2006-
07 was to the tune of Rs.450.00 crores. It also extends technical guidance to the Unions 
in all spheres of personnel, technical, marketing and financial management as well as 
make-: them quality conscious, through use of modern methods of laboratory testing of 
various products. 
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Organizational Structure The governmental guidelines provide for four main sections 
under the general manager: first, a production and repairs section including production 
and maintenance subsections. Second, is a finance section with accounts and sub-
sections. Third, is marketing and purchasing section. Fourth, the quality controls section. 
The finance section is responsible to take care of the financial management of the firm. It 
prepares annual and quarterly budgets and presents monthly and quarterly financial and 
budgetary reports to the general manager of the firm and higher authorities in the 
Ministries of Finance. It specifically manages the working capital levels of the firm. The 
marketing section deals with the management of working capital operations - purchase of 
materials and the sales of products. It is responsible to purchase the raw materials mainly 
(milk) from the milk unions. It is also responsible to store and control inventory of 
finished goods and spare parts and its statistics subsection prepares reports on the 
forecasted and actual operations such as purchases, periodic production and sales and 
then reports to the general manager. The quality controls section controls the standard of 
work done by all the departments and periodically reports to the general manager. 
Firm policies and constraints The objectives of working capital management according 
to the firm's financial manager are mainly to remain liquid and generate profit, but rarely 
to increase sales and decrease costs, while liquidity is also ensured by bank overdraft of 
HARCO Bank (see also Response Table 5.A). Moreover the finance manager said that: 
"the objective of working capital management is passive because it is a co-operative and 
as such finance sources can be obtained from the government in the form bank overdraft. 
The cost of these short-term sources of finance can also be financed with government 
sources such as bank overdraft". 
According to the finance manager, formulating long-term investment and financing 
policies is also the responsibility of the co-operative management. But higher authorities 
like NDDB also pUy the role in making long-term investment and financing decisions. 
So, the firm's management has the required autonomy to make relevant investment and 
financing decisions. According to_ the financial manager, the factors that influence 
working capital levels include mostly sales growth, price levels of inputs and seasonality 
of sales. However, the financial manager believes that the credit policy and availability of 
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credit as well as operating efficiency do not matter much as far as the levels of working 
capital are concerned. According to the finance manager's opinion, the factors that hinder 
the firm from achieving its objectives include, working capital investment, lack of skilled 
labor. Other factors such as lack of production capacity, lack of fixed capital investment, 
working capital financing, product demand and markets are no problems for the firm. 
The role of working capital management in value creation According to the opinion of 
the firm's finance manager, decisions regarding working capital levels and operations 
take almost all the management time. He said that: "Managing working capital has a very 
significant role to play in promoting the firm's short and long-term objectives". The 
financial manager believes that, managing working capital items affect the firms' value. 
Accordingly, he believes that, sales can increase as a result of managing cash, 
receivables, inventory, purchase of materials and bank loan management (See also 
Response Table 5. A. D). The firm's costs can also decrease by managing overall 
working capital, inventory and receivables. On the other hand the financial manager 
believes that managing liquidity, trade payables and cash and purchase of materials do 
not help to decrease costs. 
5. B.2. Overall working capital management - comparison of co-operatives 
Here we want to know if the three co-operatives reveal similarity or difference on the 
overall working capital management. For detailed information on the issues on overall 
working capital management, see Response Table 5.A(CD). 
Firm policies and constraints The financial managers of the co-operatives responded 
that their working capital management policy is tailored towards generating profit or to 
remain liquid increasing but not increase sales and decreasing costs (except UP Co-op). 
The finance managers of the three co-operatives believe that the factors that constraining 
firm objectives are mainly working capital investment and lack of skilled labor. UP co-op 
also has a problem with its production capacity and with fixed capital investment. All 
finance managers are of the opinion that working capital financing, product demand and 
markets, production capacity and fixed capital financing are no constraints to achieve 
firm objectives. Reportedly (by the financial managers), the factors that determine 
working capital levels include mostly sales growth, price levels of inputs and Seasonality 
of sales. Credit policy also affects the working capital levels in UP co-op. However, the 
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financial managers believe that their credit policy (other than UP co-op) operating 
efficiency and availability of credit do not matter much as far as the levels of working 
capital are concerned. 
Role of working capital in value creation The financial managers of co-operatives are of 
the opinion that, overall working capital management has an important role in value 
creation. Their response shows that working capital management, particularly managing 
cash, receivables and inventory, sales of finished goods, bank loan management as well 
as purchase of materials is important for the purpce of increasing sales. They also 
believe that cash management (only UP co-op), inventory (other than UP co-op) and 
receivable management can reduce operating costs, but not purchase of materials 
management the management of payables, bank loans and liquidity. However, they differ 
on the importance of managing trade payables and cash management for the purpose of 
increasing sales and decreasing costs. Only the financial manager of UP co-op believes 
that managing trade payables helps in increasing sales, and managing cash can decrease 
costs. 
5. C. Managing Working Capital Internally (MWCI) 
This section (5.C) deals with the internal working capital management, which is divided 
into levels and operations. Working capital levels refer to investments (section 5.C.1) and 
financing (section 5.C.2) and working capital jperations include purchases (sections 
5.C.3) and sales operations (section 5.C.4). 
5. C.l. Management of working capital investment 
5. C.1.1. Management of Cash 
The purpose of this section is to study if co-operatives, specifically UP, Punjab and 
Haryana create value by managing cash balances, collections and payments. Therefore, 
financial managers asked regarding their motive for holding certain balances of cash 
levels, why and how they forecast and control cash, cash flows as well as cash payments 
and collections. For detailed information on cash management, see Response Table 
5.B.I.I. 
The motives of holding cash it is reviewed in section 2.B that cash can be held for 
transactions, precautionary, speculative and bank compensating motives. The empirical 
findings show that the main purpose for holding cash in Haryana co-op is only for 
Part IV of the thesis 
174 Dairy Co-operatives 
transaction purposes - to make regular predetermined payments. The firm does not keep 
any cash to pay for unforeseen transactions (precautionary purpose), nor does it deposit 
bank-compensating balances as a guarantee for bank loans or hold extra cash for 
unforeseen investment opportunities (speculative purpose). According to the financial 
manager, cash for precautionary purposes is not needed because the cash inflows and 
outflows are quite certain, it is not held for speculative purposes because the opportunity 
is not there to make any monetary investment. 
Cash budgeting and control The Factory management prepares cash budgets because 
according to the financial manager, it is used to plan short-term cash needs as well as to 
control cash payments and receipts. However, the firm does not use the cash budgets to 
control its liquidity position. The primary bases used to forecast the cash budget are past 
experience, forecasted sales levels and management opinion but not market research. The 
financial manager believes that the cash budget is quite certain. As for the control of cash 
levels, the financial manager said that; "We evaluate our cash performance by 
comparing the cash budget with the actual results and report it monthly to the 
management and also NDDB". 
In addition to the budgetary comparison, Haryana co-op prepares yearly a cash flows 
statement applying the receipts and disbursements method (rather than the adjusted net 
income). The use of receipts and disbursements method is a government requirement and 
is one of the annual financial statements. By analyzing the trend in the change of annual 
cash balances, the firm uses its cash flows statement to improve future cash forecasts as 
well as to control cash payments, receipts and balances. Empirically, as the above finding 
indicates, Haryana Co-op uses its cash budget and cash flow statements mainly for 
knowing cash requirement and for cash forecast purpose but not for control purposes. 
Managing cash payments and collections The Co-op pays its expenditures using checks 
except for small payments and salary expenditures. It has a policy of slowing down cash 
payments by making credit purchases. Its cash payment policy is to purchase on credit 
without discount, and not to pay at the time of purchase or in advance of the purchase. 
The firm controls lis cash payments using - voucher and petty cash systems, checks 
sequentially numbered, controlled and accounted regularly and bank reconciliation. It 
also controls its cash collections by depositing collections daily and customer pay at the 
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bank but not by separating sequential duties for c?sh operations and recording. The firm 
speeds-up cash collections by making cash sales and earlier billings. 
Concluding remarks Haryana Co-op's cash management is very passive. Its management 
has no power to decide on the cash surpluses, other than technically controlling cash 
payments and collections. 
5. C.1.2. Management of Inventory 
The objective of this section is to know if Haryana Co-op creates value by managing 
materials and finished goods inventory balances. With this objective in n\ind, its 
managers are asked if and how they determine inventory costs and values, if and how 
they formulate and implement inventory planning and control (physical and cost) and 
whether the costs are relevant and worth of special managerial attention. For detailed 
information on inventory management see Response Table 5.B. 1.2.1 (finished goods 
inventory) and 5.2.1.2.2 (materials inventory. 
Materials inventory management According to the commercial manager, the firm's 
primary policy of materials management is to keep production running, safeguard against 
inventory shortages, but not to reduce holding and ordering costs. The financial manager 
said that: "fVe buy material (milk) from unions on daily basis twice in a day, and we 
are not marinating any stock of it, as the milk is received it is feed for processing". 
The major holding costs of materials inventory, according to the commercial manager, 
include costs of, storage (power, and space) and handling. The costs of, security, 
insurance, record keeping, physical deterioration (depreciation, shrinkage, pilferage), 
opportunity costs of capital tied-up in the inventory and property taxes are small. 
However, according to the financial manager, because the materials are easily perishable, 
holding cost of materials inventory is considered relevant and is reduced by arranging 
with the supplier to ship the materials just in time for production. 
Since both the Co-op and milk union are under NDDB, they have no problem of trusting 
each other. Therefore, the commercial manager claims to use the "just-in time" approach 
to minimize Inventory level and control the holding and ordering costs. As a result of 
this, investment in inventory of materials is very low. Moreover, according to the 
commercial manager, the Co-op can not keep material (milk) as safety stock due to its 
perishable nature. The firm selectively manages the physical movement of materials 
Part IV of the thesis 
17fi 
Dairy Co-operatives 
inventory on the basis of landed cost (sum of transportation, insurance and carrying 
costs), usage rate, scarcity in the market and criticality in cas3 of shortage. Co-op uses the 
FIFO method as a costing method. There is no valuation for milk as it is not kept as 
inventory for more than few hours, within 12 hours it is send for processing. But for other 
material weighted average method is used. 
Managing finished goods inventory According to the Co-op's financial manager, the 
main purpose in managing finished goods inventory is only to satisfy customer, keep 
safety stock and to meet seasonal high demand, but not to reduce holding costs and to 
take the advantage of economies of scale. Because the demand by far exceeds the supply 
of the firm's products, goods once finished are immediately sold. According to the 
financial manager: "Finished goods stock is not existing for long period of time, 
because of the perishable nature of products, for Mother dairy products are send as 
they are finished for some government customer they are hold for a small period of 
time, therefore the investment in inventory of finished goods relative to the annual 
production Is very low". This helps the firm to decrease inventory holding cost. 
According to the financial manager, the cost of holding inventory of finished goods is 
mainly cost of insurance and of storing SMP (Skimmed milk powder); some times it is 
also stored private'y. The cost of storage (deterioration, obsolescence, shrinkage, 
depreciation and pilferage), handling, power and security, opportunity cost of capital 
invested or interest on capital tied-up, property tax and clerical record keeping are small. 
So, these costs are not significant for the management to give special attention and the 
firm manages the cost of inventory by holding only the minimum level required and by 
establishing long-term customer relation. The firm selectively controls its finished goods 
inventory based on usage or sales rate and not based on costs and criticality in case of 
shortage. The FIFO technique (not the market value) is used to determine the cost of 
goods sold and in inventory and weighted average is used for valuation. 
Concluding remark - inventory management Co-op uses the just in time approach to 
manage raw materials and maintaining minimum balance for finished goods inventories. 
It orders and receives materials from the milk unions immediately before production is 
completed and it gets it in time for production. Except for the government customers, it is 
not maintaining finished good inventory for more than one or two weeks. In case of 
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material also inventory is not maintained for more than two to three month supply of 
grain and sugar. This inventory management approach has kept its inventory levels and 
costs to the minimum possible. Its cooperation with milk unions as main suppliers as well 
as its co-operation >vith Mother Dairy as main customer has enabled it not to bother about 
its supply of materials and demand for its products. 
5. C.1.3. Management of Receivable 
In this section we try to study if Haryana co-op creates value by managing its receivables. 
Therefore, financial manager is asked if and how management formulates its policies of 
accounts receivable management, controls its credit collection, costs of accounts 
receivable balances and bad debts. 
Credit policy and receivable management The financial manager has explained the issue 
of receivables management by saying that: "We lave two types of customers, 
government ministries (only 5%) mainly the ministry of defense and of education for 
whom we sell on credit for the period of one month and private (95%) like Mother Dairy 
for credit of fifteen days". The firm's commercial manager elaborated it as follows, 
"Government customers pay within one month on prompt basis, so there is no need to 
bother about how to collect these receivables, similarly Mother dairy also pay very 
promptly, but some other private customers may cause delay but till now no one has 
back down. Hence the investment in collecting receivable is so minimal that the Co-op 
takes little attention". Sources of information used by Co-op are prior experience and 
financial statements. Co-op is maintaining the credit term of open account no discount 
and standards of 5C's for screening credit applicants. In case of collection of overdue 
receivables, Co-op initially send reminder and takes legal action after the expiry of given 
period, some time initially period is also extended. According to the finance manger, he 
is not finding the risk of uncollectible. Monitoring aspect of receivables is taken care by 
using the letter of credit. According to the finance manger, level of receivables is reduced 
by making customer pay out standing debts. Level of receivables is increasing at a good 
rate as compared to the past, but it is due to rise in the sales, therefore, the firm's 
management does not seems to be worried about increasing investment in receivables for 
two reasons. First the Co-op has excessive liquidity and it is not much worried about the 
need of cash. Second the major customer is Mother dairy, which pays very promptly. 
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5. C.1.4. Management of working capital investment - comparison of Co-operatives 
This section examines if the three co-operatives reveal similarity or have material 
differences in managing their working capital levels of investment, particularly cash, 
inventories and receivables. For more information on the management of working capital 
investment, refer to Appendices 5.8,1.1 (cash), 5.B.1.2 (inventory) and 5.B.1.3 (accounts 
receivable). 
Cash management The purpose of cash planning for all co-operatives is only the 
transaction purpose of making regular pre-de.ermined payments because it is a 
requirement of the government. The Co-ops do not budget cash requirements for 
speculative, precautionary or bank compensating balance purposes. This is mainly 
because they have neither the opportunity nor the authorization to make cash investments 
with a profit motive. They forecast their cash budget mostly on the basis of past 
experience and forecasted sales, which they use to estimate cash requirement, control 
liquidity needs and to control cash payments and receipts but not to plan short-term cash. 
All the finance mangers said cash budgets are quite certain and they make no hedges 
because the bank provides overdraft if they need it. They, all purchase on credit without 
discounts. Haryana Co-op uses the credit purchase as a technique of slowing down 
payments. They control cash payments using vouchers, checks, bank reconciliation (other 
than UP co-op), and petty cash. They collect cash at sales from private buyers and on the 
basis of credit from government customers. Cash sale is used as a means of speeding up 
cash collection. In addition to this, they also allow their customers to pay directly at its 
bank. 
Management of material inventory The materials inventory policy of co-operatives is 
tailored strongly towards safeguarding against inventory shortages and keeping 
production running but not for minimizing inventory holding costs and ordering costs. 
They have very small carrying cost of materials because both apply just in time inventory 
management approaches and the milk that is the most important raw material is processed 
within 12 hours. They use only first-in- first out (not the average cost or last-in-last out) 
technique to determine the cost of materials used in production and in inventory. They 
also use only the weighted average cost (rather than market value or cost or market 
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whichever is lower approach) as a base to determine the value of the materials inventory. 
The firms selectively control the physical safety of their materials inventory on the basis 
of landed cost (excspt UP co-op), usage rate (only UP co-op), scarcity in the market and 
criticality in case of shortage. 
Management of finished goods inventory The financial managers of all co-ops reported 
that the purpose of managing finished goods inventory is to satisfy customer demands, to 
keep inventory for safety stock and meet high seasonrl demands but not to decrease 
inventory holding costs and taking the advantage of economies of scale. According to the 
finance managers of co-ops the main cost of holding cost ^vith regard to finished goods 
inventory is insurance expense, handling and powe»" (other than Up co-op). 
Deterioration, clerical costs, security are rarely considered as important components of 
holding cost. Co-ops use the FIFO inventory costing approach to determine the cost and 
the weighted average approach for valuation of their finished goods inventory. They 
selectively control its finished goods inventory on the basis of usage rate, while UP co-op 
also consider criticality in case of shortage as a control mechanism. 
Management of receivables All co-ops sell to private firms on cash basis or for small 
credit period of 15 days, while they sell on credit to the government firms particularly the 
Ministry of Defense and education. As the government and big private customers like 
Mother Dairy pay very promptly, therefore, they do not have a very strong policy of 
credit terms, screening credit applicants or collecting overdue receivables. They have 
very little risk of bad debts. They generally don't want to extend credit, prior experience, 
financial statements and customer payment history (only UP co-op) are used as sources 
of information for screening of the credit customers. They generally apply credit terms 
of open account no discount but rarely with discount also. They all use the credit 
standards of 5Cs and repeat sales approach. Sending reminder, making telephone calls 
and extending credit period are generally used as measures to collect overdue receivables. 
Legal actions are also taking in critical situations. 
Concluding remarks All co-ops manage their materials inventory on a just in time basis. 
According to the interview, conducted with the Co-ops commercial manager, they have 
an agreement with milk unions to get the containers of the milks twice in a day. They 
enter into an annual contract with supplier unions to get materials regularly as needed. 
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All are maintaining cash for transaction purpose only and focus of cash management is 
on calculating cash requirement and maintaining liquidity not very focused on controlling 
cash. All are not having very strong credit policy because government and big private 
customer pay very promptly, very few cases of back down are reported by them. 
5. C.2. Management of working capital fmances 
In order to study the alternative sources and costs of working capital financing for 
Haryana Co-op, financial manager is asked the about the firm's sources of finance. It is 
aJso asked if the fifm gets cash deficits, how it finances Us deficits and whether the cost 
of financing is a relevant amount. For detailed information on managing working capital 
finances refer to Response Table 5.B.2. 
Sources, costs and influences of working capital finances Haryana Co-op is availing 
the facilities o/short-term bank loans and other short-term financing like cash credit limit 
as well as accruals. HDFC and HARCO are the major banks providing short-term 
financing. These banks are not charging any cost for these services with regard to 
working capital financing. Finance manager said that: "We have cash from operations 
which we use to pay for short-term financing needs and also take the help of banks short-
term financing for working capital purpose, such as paying for the purchase of raw 
material and other operating expenses, these banks are providing cash credit facilities'". 
According to the finance manger, no government subsidy is presently available for co-op. 
Trade credit is at the first place in financing working capital investments. The firm also 
uses retained earnings (general reserve) and equity (state) capital, to finance its short-
term financing needs. Bank overdraft, short or long-term bank loan, secured borrowing 
and accruals are not considered as the sources of finance. According to the financial 
manager, the main factors that influence the financing of working capital items are sales 
growth, price levels of inputs, and seasonality of sales (from April to June demand of 
SMP is high and supply of milk is short). The operating efficiency, firm's credit policy 
and availability of credit do not contribute to the financing of working capital items. 
Concluding remarks Haryana Co-op finances its working capital levels and operations 
with the cash that it generates from its operations end arranged from short-term financing 
instruments like cash credit, trade credit and accruals. Trade creditors which make 
maximum percent of the total liabilities are good sources of short-term finances. Since 
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the balances of current assets and current liabilities are equitable Haryana co-op uses the 
maturity matching approach to financing working capital investments. This usually 
implies using the riskier but less expensive short-term debts. However, since the total 
short-term debt is owed to the cooperative bank, there is no conceivable risk of liquidity 
or costs of financing. Therefore no wonder the management of working capital financing 
of co-op is passive. 
Management of working capital flnances - comparison of co-operatives 
Sources, costs and influences of working capital financing The main source of short-
term financing for all the co-operatives is the cash flow from operations, cash credit limit 
offered by banks, short-term debt and trade creditors. They all also rarely use retained 
earnings, overdraft and accruals. None of them use long-term debt, bank loans, secured 
borrowing. Finance managers have reported that they have no problem of financing their 
short-term working capital needs mainly because bank overdraft/cash credit and trade 
credit are readily available regardless of their profitability. 
By the statements of finance managers, co-operatives experience cash surplus for most of 
their operation periods. However, they are not allowed to invest the cash in any profit or 
interest earning business ventures. According to the financial manager of UP co-operative 
factors that influence the levels of financing of working capital levels are seasonality of 
sales and price levels of inputs, while for Punjab co-operative sales growth along with 
seasonality of sales are important factors influencing levels of financing. For Haryana co-
op, all the three factors, seasonality of sales, price levels of inputs and sales growth are 
important. However, not any one of the finance manager believes in the importance of 
operating efficiency, credit policy, availability of credit and government subsidy. 
5. C.3. Management of working capital operations 
5. C.3.1. Management of purchase operations 
In this section attempt is to study if Haryana co-op creates value by managing working 
capital purchases of materials required for production. Finance and commercial managers 
are asked questions on the firm's purchase policy, purchasing techniques, purchasing 
activities and costs as well as approaches of contacting, contracting and control of 
suppliers. For detailed information on managing working capital operations with regard 
to purchases, refer to Response Table 5.B.3.1. 
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Purchase Policy During the interview with the rommercial manager he said that: "We 
purchase our materials mainly milk on credit from six milk unions, they supply whole 
milk they produce on regular basis daily, based on the contract that we have with them, 
so no specific order is placed, payment is done on one month credit basis. Milk is not 
stored for more than few hours because it is highly perishable". The objective of 
purchase policy is mainly to meet the seasonal production demand and rarely also to 
decrease the inventory holding costs, but not avail the cash and quantity discounts as this 
option is not available. The co-op forecasts the purchase of its materials requirements 
mainly to estimate its production demands and to determine the safety stock requirement, 
and rarely also to know the quantity on hand and on order but not to determine the 
inventory usage during lead time. The base that the firm uses to estimate materials 
requirement is mainly its past experience and the forecasted sales volume along with the 
opinion of the management. In the interview the co-op's commercial manager said that 
meeting customer demand is the major factor considered when estimating the annual 
purchase requirements after that is the price of the input material. The co-op's purchase 
operations are presently not subsidized by the government. According to the firm's 
commercial manager, the firm purchases its materials mainly milk completely on credit 
basis as per the contract made with milk and there is no problem of co-ordinating 
materials purchase and inventory management with the supplier. Payments are made 
according to the contract made in the beginning of the year with respect the price and 
time. 
Contacting, contracting and controlling of suppliers The suppliers of the milk are 
affiliated with co-op and CEO of milk unions are on deputation from co-op. Therefore 
contacting, contracting and controlling are regulated by the laws of co-op. According to 
the opinion of the commercial manager of the co-op, it does not employ purchasing 
agents and does not need purchasing employees to buy materials. There is no need to 
negotiate the term of purchase agreements because it is well known to both co-op and its 
supplier unions, but for other suppliers co-op contacts and also negotiate the price. 
Contracting is done by making the routine contract agreements and making terms known 
in advance. The co-op prepares the forecasts of its annual und monthly needs and then 
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makes the arrangement of supply from unions and other suppliers. Co-op engages itself in 
selecting the supplier and choosing preferred credit terms for supplier other than unions. 
Moreover, the commercial manager believes that the co-op's linkages with unions help to 
use the cheapest channel of communication on the basis of trust as well as apply routine 
control agreements with terms known to both partners in advance. There is full control of 
co-op on unions as it conducts orientation program and meetings for the quality purpose 
and also CEO is a deputy of Co-op. As a result of this the commercial manager believes 
also that the costs of contact, contract and control of suppliers are small and not relevant 
for the management to take special attention. 
5. C.3.2. Management of sales operations 
In this section, it is to know if co-op creates value by managing working capital 
operations of sales. Therefore, commercial manager is asked questions on sales policy, 
selling and distribution techniques, and approaches the firm uses to contact, contract and 
control its customers. For detailed information on managing working capital operations 
of selling see Response Table 5.B.3.2. 
Sales policy Co-op's sales policy is independent and not dictated by government or 
NDDB regulations. It sells on credit to the Ministry of Defense and Ministry of 
Education, Mother Dairy and on cash basis to small private firms, according to the firm's 
commercial manager: " approximately 5% of output is sell to government on full credit 
for 30 days and major of out put is sell to Mother Dairy on credit for 15 days and the 
remaining is sold o the other private firms on cash basis. So, the major of cash is 
collected maximum in 15 days a very small percentage is left for 30 days". In the 
interview conducted with the firm's finance manager, he said: "Strictly speaking the time 
taken between selling and cash collection of the government firm hardly increases more 
than one month". The objective of the co-op is to expand its market share by taking care 
of regular customers, also to meet seasonal sales requirement. It forecasts sales 
requirements using the, opinion of the management, statistically forecasted sales volumes 
and its past experience. It does use opinion of the sa. 3S staff but rarely. So its main 
objective in forecasting sales is to fully use the production capacity and forecast safety 
stock needs as well to forecast future demand. It is not to determine the inventory usage 
or to establish the quantity on hand and on order during lead time but rarely. 
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Contacting, contracting and controlling customers The same as with suppliers the 
contacting with the co-op's customers is done independently and is not regulated as per 
the regulations of the government or NDDB. Contracts are signed with all types of 
customers to whom it supply on credit basis like government and Mother Dairy. Those, 
who are purchasing on cash, the co-op does not need to sign contracts with them. Co-op 
has both cash and credit terms for selling its products. It is using 5Cs and one time sale 
approach as credit standards. Therefore, the firm does not make much effort to contact, 
contract or control its government and Mother Dairy customers because the relevant 
regulations are known to all of them and the sale-purchase operation becomes a routine 
procedure. The financial manager believes that the costs of these activities are not 
relevant for the management. According to the opinion of the commercial manager, co-op 
does not need to control its credit customers because they are regular customers since 
years and also they pay very promptly so they fully trust each other. Customer back down 
if any is managed by negotiation and finally by court if it does not pay even after the 
grace period of 15 days. 
5. C.3.3. Management of working capital operations - comparison of co-operatives 
Purchase operation The three co-ops (UP, Punjab and Haryana) have almost same 
policies and practices of purchasing materials. They all give the preference to meet 
seasonal production requirement in formulating the purchase policy, as the cash and 
quantity discount is not available to any of them. However rarely they consider reducing 
the holding costs also. Regarding the purpose of purchase forecast all the finance 
mangers are having common objective of meeting production demand and to get safety 
stock mainly but rarely also to know quantity on hand and on order. For the bases of 
forecasting only commercial manger of UP co-op is using management opinion along 
with the techniques (past experience and forecasted sales volume) used by Punjab and 
Haryana Co-ops. Purchasing terms of cash and credit are common for all of them. UP 
and Punjab are choosing cheapest channel for contacting the suppliers other than milk 
unions. Contracting is done by making routine contracts. All of them have good control 
on the milk unions. According to the Finance managers the management does not find 
much of relevance of purchasing costs of contacting, contracting and controlling. Reason 
for this is that major portion of the material is supplied by the milk unions that are fixed 
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supplier and are well aware of the quality to be supplie J, as co-ops give them orientation 
and conduct meeting with them on regular basis. A very little portion is taken from 
external suppliers; they are also available voluntarily and supply the required quality. So, 
the amount of efforts put by the co-ops in searching for the supplier is not of large 
volume. Some times in summer, problem happens due to the shortage of supply of milk 
by that some efforts are put to find the right suppliers. 
Sales operation According to the commercial managers, the objective of sales and 
production policy of co-ops is to take care of customer demands, meet seasonal sales 
requirements and expand market. They forecast sales mainly to forecast future demand 
and safety stock requirement rarely to establish the quantity on hand and on order during 
lead time. But UP co-op also has the purpose of forecasting inventory usage. All co-ops 
forecast sales based on past experience and management opinion (other than UP co-op). 
In addition Haryana co-op also use statistical forecast for this purpose. None of them uses 
production capacity as a base for sales forecasting. All of them sell their products to the 
local market and mainly to the government and Mother Dairy. The contact, contract and 
control with customers' in both government firms is tailored towards choosing the 
cheapest channel of communication, with routine control agreements and terms known in 
advance. All co-ops consider the related costs to be small and not relevant to the 
management. 
Concluding remark co-operatives are fully empowered fo; managing their purchasing 
decisions. They mange, cost of purchasing by establishing long-term relationship and 
trust with their suppliers. Which, they implement by committing their suppliers on the 
quality, quantity, price and time of delivery for one year. Contacting, contracting and 
controlling is done as routine work, management does not give much emphasis on these 
issues. Controlling is strong as CEO of milk unions is deputy of co-operatives. Cost of 
contact, contract and control is negligible for seeking management attention. For 
suppliers other than milk unions, also cost of all three phase of purchasing transaction is 
not much high for seeking management attention. 
Similar for sales transaction co-operatives are fully empowered to take decisions. They 
supply on credit to government and Mother Dairy and to small firms on cash. They are 
entering into routine contracts and minimizing the costs by managing the relations with 
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their customers. Costs of contacting, contracting and controlling are also not significant 
for management consideration. 
5. C.4. Performance evolution of working capital decisions 
In this section, aim is o study if and how the co-op evaluates the performance of their 
working capital levels of investment and financing as well as operations of purchasing 
and selling. With this aim, first managers are asked if and how they apply performance 
evaluation criteria. Evaluation process is divided the co-op's financial performance into 
three sections. First, is to study customer satisfaction based performance evaluation, 
second, accounting based performance evaluation and third is the study of performance 
determinants. Due to the non availability of data for financial statements of co-operatives, 
liquidity, profitability and activity analysis could not be done, as was completed for 
Private and MNC. For detailed information on performance evaluation of working capital 
decisions, refer to Response Table 5.B.3.3. 
Performance measurement and evaluation criteria According to the financial manager, 
HDDCFL evaluates the performance of its working capital investment decision using 
comparative analysis of past versus present, actual versus expected and inter-firm 
benchmarks (see also Response Table 5.B.3.3A-D). It measures its performance using 
accounting information and customer satisfaction. In the interview conducted with the 
finance manager, he stated that: "the firm's overall performance on production capacity, 
sales and employment has greatly increased over the years". 
The customer satisfaction_ based performance measurement criteria that the firm uses 
include quality improvement by decreasing defect rates and increasing customers' 
perceived value of its goods as well as Customer communication by having faster 
response time and faster delivery time. According to the firm's financial manager, the 
accounting based performance measurement criteria that the co-op frequently uses 
include, liquidity ratios (current ratio). It measures its activity performance by checking 
mainly the inventory turnover, and rarely also receivables turnover and overall working 
capital turnover as well as profitability ratios such as gross profit margin, and net profit 
margin. Co-op checks its short-term debt leverage by current debt to total debt but not by 
total debt to total equity. According to the finance manager financial efficiency is 
checked by cash to working capital and inventory to working capital. The co-op uses 
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mainly working capital investment and short-term financing as the determinants of 
performance and sometime also to fixed assts investment and financing. 
Note: Due to the non availability of financial statements and cash flows of dairy co-
operatives, performance evaluation of working capital investment, performance 
evaluation of working capital financing, performance evaluation of Working capital 
operations, working capital performance - comparison of dairy co-operatives could not 
be completed. 
5. C.4.1. Performance management - Comparison of co-operatives 
Performance measurement and evaluation criteria According to their financial 
managers, three co-ops evaluate their performance of working capital investment 
decisions using comparative analysis of past versus present, and actual versus expected. 
In addition to this UP co-op also use comparison of inter-firm benchmarks for evaluating 
its performance. They improve upon the quality of products (by decreasing defects rate, 
maintaining highei customer retention rates and providing higher customer perceived 
value) and improve communication with customers (by maintaining higher customer 
retention rate and providing higher perceived value) for customer satisfaction based 
evaluation. Co-ops do accounting based performance evaluation for checking liquidity 
(by using current ration), operational efficiency (by using inventory turnover), financial 
efficiency (cash, inventory and receivable to working capital). Profitability is checked by 
using gross and net profit margin. 
5. D. Managing working capital externally - supplier and customer linkages As 
reviewed in chapter 3, value is created not only by managing a firm's internal affairs but 
also through co-operation in the value chain (the co-operation among a firm, its suppliers 
and customers). This means that value chain linkages exist not only within a firm but also 
between a firm, its buyers and suppliers. If the firms, their suppliers and customers jointly 
optimize the performance of their activities they can create value with synergetic effects. 
This means that buyer-supplier relationships are not a zero sum game where one gains 
only at the expense of the other. Based on these assertions this section explores if the co-
ops have proper inter-firm co-operation with their suppliers and customers on primary 
activities including purchase and sales operations and inventory management. It is also 
asked what benefits they get as a result of their co-operation or why they do not co-
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operate. For detailed information on external working capital management and inter-firm 
cooperation, see Response Table 5.C.1 - for the responses of firms on firm-supplier 
cooperation (5.C.1.1) and firm-customer co-operation (5.C.1.2), Response Table 5.C.2 -
for responses of suppliers and Response Table 5.C.3 - for responses of customers. 
5. D.l. Co-operative -supplier co-operation 
5. D.1.1. Responses of the co-operatives - Haryan Dairy Co-operative 
Objective of this section is to study how the co-operativ>. s manage their supplier linkages. 
Therefore, managers are asked if and how they co-operate with suppliers on the primary 
operations. Responses, of Haryana Dairy Co-op. are reviewed, which is one of the co-
operative working under NDDB and these reposes are compared with the responses UP 
and Punjab Dairy Co-ops and later then the responses of their suppliers are also analyzed 
(section 5.D.l.3 and 5.D.1.4) and customers (section 5.D.2.3). 
Co-operative-supplier co-operation on primary activities The finance manager of 
HDDCFL is of the opinion that the co-op co-operates on inbound activities (receiving 
and storing), on production (product testing and facility operations), after sale service 
(product adjustment). But it does not control on other heads of inbound (distribution to 
production, inventory control and material handling), production operation (machining, 
packing and assembling and equipment maintenance), marketing and after sales. For the 
milk suppliers the scope of distribution to production, inventory control, material 
handling, machining, packing and assembling, equipment maintenance and marketing 
and after sales is negligible. 
Co-operative-supplier co-operation on purchase and inventory management The 
commercial manager's opinion is that the two firms (HDDCFL an Rohtak milk union) 
co-operate on having advance agreements on the quality and quantity of materials to be 
purchased and on the terms of transportation during purchase, which he believes is 
usually on the basis of just in time. With regard to this 'ssue, the firm's commercial 
manager says that: "for the co-operation of purchase and inventory management with 
our supplier we arc independent, but on milk unions certainly we have upper hand for 
controlling. Milk unions supply daily on regular basis". According to the commercial 
manager's opinion, Haryana Co-op' cooperates on primary and purchase activities with 
milk unions that helps to minimize the time taken to purchase materials, , carrying and 
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purchasing materials as well as creating firm-supplier trust. According to the commercial 
manager there is not any well defined policy on co-operation with suppliers and also co-
operation is not done intentionally but it is the need of the operations. Therefore, co-
operation exists, because of the nature of operations and product but it is not being 
motivated or implemented through policies. 
Concluding remark HDDCFL co-operation with its supplier Rohtak Distrct Milk Union 
(RDMU) in purchase ordering, transportation and storage of materials is dictated by the 
fact that both are under NDDB and HDDCFL appoint CEO of RDMU on deputation. 
According to the interviews conducted and questionnaire data collected from the co-op 
financial and commercial managers the backward linkage is passive and their cooperation 
is similar to the management of two departments of the same firm. The only time that the 
two firms negotiate on the terms of purchase is during the preparation of the yearly 
forecasts. Once they agree on the type, quality, quantity (volume) and budgeted costs of 
co-op's annual demand, the communication becomes routine - writing purchase orders, 
receiving and inspecting the shipment. 
Though they are two different entities, the fact that they both are the part of NDDB has 
increased trust between each other and decreased the possibility of opportunistic behavior 
and the need for ex-ante safeguarding and ex-post control measures. As a result of this 
close inter-co-operative co-operation, the financial manager of HDDCFL believes that 
the firm is getting benefits such as decreasing the time needed to purchase materials, 
decreasing the cost of ordering and carrying materials. He also believes that the close 
inte--co-operative co-operation creates inter-firm trust. 
5. D.1.2. Co-operative-supplier co-operation: Comparison of government firms 
Co-operatives-supplier co-operation on primary activities All, UP, Punjab and Haryana 
co-ops responded that they co-operate their inbound activities, particularly shipment, 
receiving and storing (other than Punjab). They are also positive with regard to inter-firm 
co-operation on production operations on product testing and facility operations (only 
Punjab) as well as after sales service on products adjustments. However, major of the 
issues of inbound activities, production operation and marketing and sales are of 
negligible importance co-ops functioning due to the nature of products. 
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Co-operative-supplier co-operation on purchase and inventory management All the co-
operatives purchase the milk from milk unions and also from other supplier on the 
bargained price. They generally enter into the contract for fixing the quantity, quality and 
price. They all co-operate on the issues of quantity, quality, and terms of transportation 
and time of receiving delivery. Major benefits of co-operation are, timely supply of 
material, decreasing the time needed to purchase the material and creating trust of 
supplier. According to the commercial managers, the existence of the co-operation is not 
based on co-operation policies but generally it is the out come of the functional 
requirement of the co-operative due the nature of products. Similarly, also supplier only 
co-operate for their purposes not against any policy. 
Concluding remarks The firm-supplier co-operation of the co-operatives differs 
depending on whether they deal with fellow "related" co-operative milk unions or other 
private suppliers. For milk unions they have good control and also milk unions are 
supposed to supply to co-operatives as per NDDB regulations. Co-operation between the 
co-operatives and other suppliers is subjected to their personal benefits. If the personal 
benefits suffer than neither co-operative nor e\suppliers extend co-operation. 
Both co-op and milk union manage the transaction costs of their firm-supplier linkages 
on the basis of inter-firm trust. In which case, related costs are minimal. Their suppliers 
store and bear the costs of transporting the purchase and ship just-in-time for production, 
which further reduces the costs of materials inventory. Both the co-operatives and milk 
unions have close agreements and co-operation on the quality and quantity of materials to 
be purchased, the terms of transportation during purchase and in supplying the materials 
on the basis of just in time. As a result of their co-operation their managers believe that 
they get benefits such as minimizing the time needed to purchase materials, decreasing 
the cost of ordering and transportation of purchasing materials. For private suppliers it is 
required to deposit cash at its bank account enough to pay for one month's supply of 
materials - a form of risk sharing. 
5. D.1.3. Responses of suppliers: Rohtak District Mii/ Unions 
Suppliers of the co-operatives are approached to find their responses and study the value 
creation potential of the backward linkages. In this section, aim is to study the firm-
supplier co-operation of HDDCFL from the point of view of its one of the main supplier 
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- Rohtak Milk Union. Firm-supplier co-operation is explored on primary activities and 
on sales and inventory management as well as related benefits or the reasons for non-co-
operation. Finally, supplier responses are evaluated on firm efficiency. The data related to 
the empirical findings are presented in Response Table 5.C.2. 
Co-operative-supplier co-operation on primary activities According to the commercial 
manager of RDMU the two firms co-operate on outbound activities particularly, delivery 
vehicle operation and order processing but not on finished goods warehousing or 
inventory control. They also co-operate on product testing under production operation. 
Overall, the manager believes that the firms do not co-operate on primary activities such 
as, marketing and sales as well as after sale services (other than product adjustment). 
Co-operative-supplier co-operation on sales and inventory management According to 
the commercial manager of RDMU the two firms co-operate in having credit transactions 
without discount, exchanging skilled staff and providing goods when just needed for 
production. However, the two firms do not have 'nter-firm co-operation on credit 
transactions with discounts. In the interview conducted with the commercial manager of 
RDMU he said that: we both are co-operative working under NDDB and we are 
supposed to supply to co-operatives on the terms and conditions finalized by mutual 
contracts. We take the milk from retail suppliers and supply it to the co-operative. 
Therefore, we are working as a link between the small supplier and co-operatives". 
According to the manager of RDMU both firms are supposed to co-ordinate their 
activities as per the agreements and there is no problem of co-operation. The benefits that 
milk union is getting as a result of its cooperation with HDDCFL include a decrease in 
the time needed to sell goods and in the costs of selling, as well as the cost of ordering, 
transportation and carrying inventory. 
Supplier evaluation of co-operative efficiency Tb J manager of RDMU believes that the 
relation between the two firms is very good. He is also of the opinion that HDDCFL is 
efficient in processing its purchase orders, explanations to inquiries and in its payment 
habits, in its marketing approach, and bilateral communication. Manager also believes 
that the component of evaluation of efficiency is not implied much and management is 
not much worried about of this type of evaluation. 
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Concluding remarks HDDCFL and its supplier - R")MU responded similarly to the 
questions on firm-supplier co-operation. Because both are co-operatives they closely co-
operate on their primary activities, particularly inbound and outbound activities as well as 
sale-purchase and also in inventory management. It is however, still possible that they co-
operate only because they are obliged by NDDB. In this case abiding by NDDB may be a 
main reason for inter-firm co-operation and trust. 
5. D.1.4. Co-operatives-supplier co-operation - comparison of responses of co-
operatives suppliers 
Co-operative-supplier co-operation on primary activities As it is indicated in Response 
Table 5.C.2, the suppliers of the three co-operatives replied that they co-operate with the 
co-operatives on outbound activities, particularly order processing and delivery vehicle 
operation. However, their response indicates that they do not believe that they co-operate 
with these customers on other primary activities, such as production operations (other 
than product testing and facility operations), after sale service (other than product 
adjustment) and the inventory control aspect of the outbound activities. Suppliers' 
responses were very particular for product testing, delivery vehicle operations and 
product adjustment. All the three suppliers of UP, Pujab and Haryan co-operatives 
responded that there is close co-operation on product testing, delivery vehicle operations 
and product adjustment. In addition the suppliers mentioned that the issue of machining, 
packaging, equipment maintenance and all marketing and sale issues have negligible 
importance in their case. * 
Co-operatives-suppliers co-operation on sales and inventory management suppliers of the 
co-operatives have the opinion that they co-operate with the co-operatives on having an 
advance agreement in providing goods when just needed for production, exchanging 
skilled staff and credit transaction without discount. Whole supply of milk is on credit 
basis for a period of one month. However, they do not have inter-firm co-operation with 
their customers on credit transactions with discounts, while. Suppliers believe that their 
co-operation in the sales operations and inventory management helps to create trust of 
customers and decrease time needed to sell the material. According to the commercial 
managers of the suppliers the issues of cost of selling, cost of ordering and transportation 
and cost of carrying finished goods inventory are not affected much by the co-operation. 
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But the suppliers have the feeling that co-operatives have not developed the environment 
of co-operation on primary and sales and marketing activities, they are co-operating for 
their personal benefits not for generating the synergy to create the win-win situations for 
both. They also responded that there is not any fixed pattern of co-operation; they change 
their behavior very frequently. 
Suppliers' evaluation of Co-operatives efficiency The commercial managers of suppliers 
of the co-operati\ es are satisfied with their inter-firm co-operation. All suppliers 
evaluated their relation as good because they believe the co-operatives are efficient in 
processing purchase orders, explanation to enquiries, payment habits, and bilateral 
communications. 
Concluding remarks Co-operatives and suppliers co-operate on primary and outbound 
activities of delivery vehicle operation as well as purchase and sales operations. One of 
the possible reasons of co-operation may be that both are co-operatives and works under 
NDDB. But, the suppliers feel that level of co-operation is passive due to the absence of 
the specific policies of co-operation practiced by the co-operatives. According to the 
commercial managers of the suppliers, there is a strong need of well developed structure 
of co-operation, because it can facilitate in multi-dimensions in order to reducing cost and 
increasing benefits, even now also it is giving benefits, but the win-win situation for the 
firms is missing. 
5. D.2. Co-operative-customer linkages 
How efficient are the co-operatives in managing their customer linkages? To get an 
answer to this question researcher asked the commercial managers of the co-operatives 
about if and how they co-operate with their customers on primary activities sales 
operations and inventory management. It is also studied the benefits that the co-
operatives believe they get as a result of their co-operation or why they do not co-operate 
and whether they assess their customers' opinion. 
5. D.2.1. Responses of the co-operatives - Haryana Dairy Co-operative 
Here researcher deals v/ith the firm-customer co-operation from the point of view of 
HDDCFL. For detailed information on the response of the managers of HDDCFL and 
other co-ops, refer to Response Table 5.C.I.2. 
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Co-operative-customer co-operation on primary activities The customers of HDDCFL 
are divided into two categories - the ministries (particularly the Ministry of Defense and 
education) and private firm. In private firms the main customer is Mother Dairy. The 
firm's inter-firm cooperation differs among these customers. When asked to describe the 
relationship with its customers, the commercial manager said that: "Management is 
determining the policy on customer relation for both government and private, but in case 
of government firms, we have certainly to follow the guidance issued by the government 
to us, but in case of private firm we are completely independent, however in case of 
Mother Dairy, as it is the subsidiary of NDDB, under which our co-operative is running, 
we have to follow the NDDB guide lines". The general manager is of the opinion that the 
HDDCFL co-operates with the customers on outbound activities such as finished goods 
warehousing, delivery vehicle operation and order processing but not on materials 
handling. For production operations HDDCFL co-operates Mother Dairy on packaging, 
product testing, and assembling and facility operations. HDDCFL also co-operate on 
advertising, promo ions, sales force sales and purchase channel selection for marketing 
and sales. For after sales services they co-operate on customer training and product 
adjustment. According to the commercial manger there is strong co-operation on all the 
primary activities between the two. 
Co-operative-customer co-operation on sale and inventory management According to 
the co-op's commercial manager HDDCFL co-ordinates its sales and inventory 
management with customers by specifically agreeing on the transportation terms, quality 
and quantity of goods to be produced and sold on the oasis of just in time. Moreover, 
HDDCFL also co-operate on credit transaction without discount. According to the 
financial manager of HDDCFL the benefit that the firm gets include minimizing the cost 
of transportation, decreasing the cost of carrying inventories as well as increasing sales. 
As for the non-co-operation with the private customers other than Mother Dairy, the 
firm's commercial manager responded that the main reasons are the firm does not have 
the policy because it does not see the benefit of cooperation. 
Assessing customer satisfaction According to the commercial manager, HDDCFL gets 
the feedback from its customers on their opinion on the quality of its products and 
services by allowing them to return any product with inferior quality and by having strict 
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quality control at the production floor. However, it does not allow its private customers to 
pay after they made sure that the products are as per their expectation. 
Concluding remarks HDDCFL's relationship with its government customers is 
determined by government regulations, and with Mother Dairy is decided by NDDB for 
other private customer co-op is independent in deciding customer policy. Hence the 
firm's management has little room to maneuver around. Therefore, the factory's 
management does not use any particular approach to keep in touch with its privately 
owned customers or expedite its forward linkages with them. As a result, its private 
customers are mostly not satisfied with the way it sells its products. Moreover its 
production capacity is also lower than the demand for its products, due to this reason also 
some time private customer might have to wait for their supply. Moreover, it has very 
close co-operation with the government and Mother Dairy, this co-operation has greatly 
enhanced its sales and decreased costs of sales and inventory holding. 
5. D.2.2. Co-operatives-customer co-operation -comparison of co-operatives 
Co-operatives-customer co-operation on primary activities The area of co-operation 
between the co-operatives and their customers with regard to the primary activities is that 
all co-operatives co-operates with its customer on all production operations other than 
machining and equipment maintenance. Moreover, all they co-operate also on all the 
outbound activities leaving only material handling. Similarly, there is co-operation for all 
the marketing and sales activities. They co-operate for customer training particularly for 
Mother Dairy. Commercial Managers of all the co-operatives feel that there is strong co-
operation on all the primary activities between co-ops and government and Mother Dairy. 
Co-operatives-customer co-operation on sales and inventory management According to 
the co-operative's commercial managers they cooperate with customers on their sales and 
inventory management by specifically agreeing on the transportation terms, quality and 
quantity of goods to be produced and sold on the basis of just in time. According to their 
financial managers of UP, Punjab and Haryana Co-ops the benefit that the firms get 
include, minimizing the cost of transportation, decreasing the cost of carrying inventories 
as well as increasing sales. As for the non-co-operation with the private customers, the 
firms' commercial managers say that the main reason is that the customers do not co-
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operate while HDDCFL' general manager also believe that the firm does not have the 
policy because it does not see the benefit of co-operation. 
Assessing customer satisfaction Co-ops reported that they make strict quality control at 
the production floor and if customers are not satisfied they are allowed to return any 
product with inferior quality. They also make periodic assessment of customer opinions 
and the manager believes that its customer relation is very good. 
Concluding remarks The main customers of the co-ops are government and Mother 
Dairy. Therefore, relevant government rules (and trust) dictate their co-operation on the 
primary activities. According to the commercial managers, co-ops also deal with private 
businesses, but c-ops sell its products to these customers on prices, different to the 
government price. It makes cash sales because the demand for its products by far exceeds 
its production capacity. The findings on firm-customer co-operation reveal very close co-
operation with government Mother Dairy. Therefore, as a result of this cooperation the 
firms have managed to minimize the cost of transportation, to decrease the cost of 
carrying inventories as well as to increase sales. 
5. D.2.3. Responses of customer-Mother Dairy Fruits and Vegetable Pvt, Ltd. 
Mother Dairy, customer of HDDCFL was approached to find its responses on firm-
customer relations and to study the value creation potential of the forward linkages. It 
was to search for the specific co-operation on the primary activities as well as sales 
operation and inventory management. We also study the benefits that the customer gets 
as a result of the co-operation or the reasons for the non-co-operation. Finally researcher 
evaluates the customer rating of firm efficiency. For further information on the responses 
of the commercial of Mother Dairy refer to Response Table 5.C.3. 
Co-operative-customer co-operation on primary activities According to commercial 
manager of Mother Dairy, it co-operates with HDDCFL on inbound activities such as 
receiving, storing, delivery vehicle operation and order processing but not on materials 
handling. For production operations Mother Dairy co-operates on packaging, product 
testing, and facility operations. There is also co-operation between the two on 
advertising, promotions, sales force sales and purchase channel selection for marketing 
and sales. For after sales services Mother Dairy co-operate on supplier training and 
product adjustment. Mother Diary conducts special training session on periodic basis for 
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supplier. According to tiie commercial manger of Mother Diary there is strong co-
operation on all the primary activities between the two. 
Co-operative-customer co-operation on purchase and inventory management 
According to the Mother Diary's commercial manager, co-ordinates its purchase and 
inventory management with HDDCFL by specifically agreeing on the transportation 
terms, quality and quantity of goods to be purchased and receiving goods on the basis of 
just in time. Moreover, there is also co-operation on credit transaction without discount. 
According to the financial manager of Mother Dairy the benefit that the firm gets include 
decreasing the time need to purchase, decreasing the carrying cost of inventory, creating 
he trust of supplier. As for the non-co-operation with the private customers other than 
Mother Dairy, the firm's commercial manager responded that the main reasons are the 
firm does not have the policy because it does not see the benefit of cooperation. 
Regarding the reason for non co-operation the commercial manger if Mother Diary stated 
that: "we don't have any specific policy of co-operation; it is not like that we don't see 
the benefits. But, as HDDCFL and we both are under the NDDB, therefifre, some co-
operation is understood and has to be carried out by the regulation of NDDB". 
Therefore, our purchasing policy is nothing to do much with our managerial policies, 
or in other words, we can't think many things for our purchasing policy. It, therefore, 
refiects lack of flexibility in it". 
Customer evaluation of co-operative-efficiency The manager of Mother Dairy believes 
that HDDCFL is very efficient in sales processing, product quality, bilateral 
communication, knowledge of its customers, using customer services and explanation to 
inquiries. The manager of Mother Dairy said that: " We buy from private business and 
HDDCFL, comparatively we coordinate our activities with the private businesses in a 
much better way. So we feel that here is lot to improve our relations with HDDCFL". 
Concluding remark According to the commercial manager of Mother Dairy, the firm's 
cooperation with HDDCFL is satisfactory on primary pctivities as well as sales operation 
and inventory management. He therefore believes that his firm gets little benefit as a 
result of the co-operation. The main reason for the lack of closer inter-firm co-operation 
he believes is that the supplier is co-operative and does not care much about its 
customers. 
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5. D.2.4. Responses of customers - comparison of customers 
Co-operatives-customer co-operation on primary activities Researcher contacted with 
Parol Foods Specialties Pvt. Ltd. as a customer of UP co-operative and Sheel 
International Ltd. ^or Punjab Co-operative, Commercial managers of all the customers 
are pf view that there is co-operation on order processing, receiving, delivery vehicle 
operation and storing (only HDDCFL). For production operation, co-operation is reported 
on packaging, prodact testing and facility operation (except HDDFL). For marketing and 
sales, they all co-operate for advertising, promotion, sales force sales/purchase selection. 
But the customer of UP and Punjab as they are private feel that co-operation of co-
operatives is not as satisfactory as of their private suppliers. 
Co-operatives-customer co-operation on purchase and inventory management 
Managers of the customers are of the feeling that there is co-operation on exchanging 
skilled staff, credit transaction without discount:, and providing goods when just needed. 
Regarding the benefits of co-operation, opinion of tht managers is for decreasing cost of 
purchasing (other than HDDCFL), decreasing the time needed for purchase and creating 
the trust of suppliers. For the reason of non co-ordination they all agree that co-operatives 
don't have policies of co-operation. 
Customer evaluation of co-operative-efficiency Customers rate the efficiency of the co-
operatives on the basis of marketing approach (other than HDDCFL), sales processing, 
product quality, knowledge of the customer, bilateral communication and using customer 
services. However, private customers like of UP and Punjab co-operatives also consider 
cash collection habits and goods delivery as important factor for this. Because, co-
operatives have different policies of cash collection and delivery for private customers. 
Concluding remarks Private customers of co-operatives are less satisfied than co-
operative customers, because private customer compares co-operative performance with 
their other private suppliers. Co-operatives practices of co-operation are relatively 
passive as compare to the private suppliers. Co-operatives takes much care of co-
operative customers than private customers. 
5. E. Conclusion 
This chapter has presented an analysis of Haryana Dairy Development Co-operative 
Federation Limited's internal and external working capital management. The intra-firm 
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analysis is divided into managing working capital leve:- of investment and financing and 
working capital operations of purchasing materials and selling finished goods. The inter-
firm management of working capital levels and operations refer to backward linkages 
with suppliers and forward linkages with customers. Researcher explored Haryana Dairy 
Development Co-operative Federation Limited's linkage with its supplier - Rohtak 
District Milk Union and its customer linkage with Mother Dairy Fruits and Vegetable 
Private Limited. A comparison of working capital management is also made between 
HDDCFL and UP and Punjab Co-operatives. Here is given overview of the findings. 
First, review is of the intra-firm management with regard to the overall objective of value 
creation and the constraints to achieve the objective. Then, there are comments on the 
findings with reference to working capital levels of investments and financing as well as 
operations of purchases and sales. Finally, researcher has given comment on the 
evaluation of the firms overall results of management decisions as reflected by the 
financial indicators of performance. 
The role of managing working capital The managers of all the co-operatives believe that 
managing working capital operations and levels has a very significant role in creating 
value to their firms. However, it is find that the co-operatives in general lack a clear 
objective and vision of managing both working capital levels and operations. Actually 
they are restricted to the control function, which is evidenced by the stringent control 
mechanisms imposed over cash, receivables and inventory levels. The reason for the lack 
of a clear working capital management policy may be the imposition of the NDDB's 
regulations. The response of the managers of all co-operatives was that they are not fully 
empowered to manage the affairs of their firms. The authority to take policy measures 
and decisions, which can have both short and long-term effect, lies with management, but 
some guidelines of NDDB are certainly to be followed. This makes the managers a little 
bit less empowered. This also explains the fact that the managers of the Co-operatives 
reported that they have no problem of working capital levels of investment and financing 
as well as operations of purchasing and sales. 
Working capital investment and financing It is find that the co-operatives have no clear 
policy of managing working capital investment and both firms have excessive levels of 
cash and receivables. However, inventories are kept to a lower level due to the close 
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relationship of inter-co-operative firms in HDDCFL. It is also due to the nature of 
product, as milk can not be stored for a long period of time. The inventory of finished 
goods is also minimized due to the excessive demands of the products in the market. The 
co-operatives finance their working capital levels and operations with the net cash inflow 
from operations, and trade credits (due mostly to related -co-operative firms). The co-
operatives cannot expressly state their working capital financing policies. However, 
because of the profitable operations (thanks to the bank facilities and high demand), 
which have resulted in positive net cash flows, the co-operatives have no problem of 
financing their working capital levels and operations. 
The main conclusion that is made on the management of working capital levels of 
investment and financing is that the co-bperatives have clearly set objectives. This is 
affecting the efficiency of managing internal working capital levels of investment in cash, 
receivables and inventories as well as short-term financing sources. 
Working capital operations The management of the co-operatives working capital 
operations was restricted only to the application of clerical procedures of purchases and 
sales (Response Table 5.B.3.1 and 5.B.3.2). Analysis of purchase and sales operations 
showed that the management of HDDCFL and other co-operatives also are empowered to 
manage its purchasing operations. Therefore, they are preparing the annual budget to 
know their requirements. They are preparing purchase forecasts on the basis of past 
experiences and with the help of management opinions. Purchasing terms are also 
finalized, generally they are purchasing on the credit basis from milk unions. They have 
not to follow any hard line regulation from government or NDDB. They also makes 
annual contractual agreement with its suppliers, who make deposits that will enable the 
firm to buy one month supplies in case the supplier fails to deliver according to the 
agreement. The firm uses this approach as a mechanism to control any future 
opportunistic behavior of the supplier. Most of the sales of all co-operatives are made to 
Mother Dairy and government firms. Co-operatives also sell to private firms. So, co-
operatives have very little to do with how to sell their finished goods, as they have the 
customer like Mother Dairy and government ministries. Researcher, therefore, claim that 
co-operatives are fully empowered to manage their working capital operations but their 
efficiency and value creating potential in that area is restricted due to the availability of 
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defined customers that cover more than 90% of their sale. Therefore, the managers are 
concentrating at the custodial rather than at the value maximization aspect of working 
capital management. 
Evr.'uation of managing working capital internally Analysis of performance has 
indicated that the co-operatives use accounting, customer satisfaction or quality based 
performance measurement and evaluation criteria. Responses of the managers reveal that 
the firms have excessive cash and marginal profits. For customer satisfaction based 
evaluatioa they work o improving quality of the products by reducing the defects rate, 
higher customer retention and by supplying higher perceived value. They are taken care 
of liquidity by current ration, of efficiency by inventory and receivable turn over and 
financial efficiency by cash and inventory working capital. 
Inter-firm co-operation co-operative- supplier linkages indicate that the co-operation on 
working capital levels and operations between HDDCFL and its supplier RDMU, (which 
is a co-operative) is good. The main reason for this according to the manager is the 
interference of HDDCFL in the selection of CEO for it. Both reported that they make co-
operation in all the primary activities but to the limited heads, it is due to the nature of the 
products that many of the head do not qualify for co-operation. In the same way other co-
operatives also co-operate with their suppliers milk unions. Co-operatives are also 
dealing with other suppliers also, like private firms. Co-operation with private firms is 
not of that level as with co-operative milk unions. Reason for this is that co-operatives 
don't have defined policies for co-operation with their suppliers. Milk unions are to be 
managed by CEO appointed by co-operatives that is why level of co-operation is high. 
Other wise with private suppliers they give the preference of their personal benefits. 
Therefore, policy of co-operation is passive in the case of cooperatives. 
Evaluation of inter-firm working capital management The co-operative suppliers (Milk 
Unions) and customers evaluated each other's linkages as efficient while the private firms 
considered that the co-operatives are less efficient in co-ordinating their primary 
activities. The co-operative's supplier and customer co-operation is unsatisfactory from 
the privately owned suppliers and customer's points of view. Both private linkages 
reported that there is no firm-supplier or firm-customer co-operation between them and 
their co-operative partners except in few areas for control purposes. Overall, the findings 
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reveal that the co-operatives are doing very little to create value by managing working 
capital levels of in\ estrrent and financing as well as operations of purchasing and sales. 
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Response Table to Chapter Five - State Milk Cooperatives 
Section (5.A) - Overall Worlving Capital Management - Main Firm Response 
Firms UP Co-operative 
Panjab Co-
operative 
Haryana Co-
operative 
A. Firm's policy of working capital management 
To increase sales 
To decrease costs 
To remain liquid 
To generate profit 
To keep smooth operation 
3 
4 
4 
4 
4 
3 
3 
4 
5 
4 
3 
3 
4 
5 
4 
B. Constraints in achieving working capital policy 
Product demand 
Short-term financing 
Fixed capital investments 
Market 
Production capacity 
Working capital investments 
Fixed capital fmancing 
Lack of skilled labour 
2 
2 
4 
3 
3 
3 
2 
3 
2 
3 
2 
2 
2 
4 
2 
4 
2 
2 
2 
2 
2 
4 
2 
4 
C. Factors determining working capital levels 
Seasonality of sales 
Sales growth 
Credit policy 
Availability of credit 
Price levels of input 
Operating efficiency 
5 
4 
4 
3 
4 
2 
4 
4 
3 
3 
5 
2 
4 
4 
3 
3 
5 
2 
D. Rale of working ct pital management in value chain 
D-1. In increasing sales 
Cash Management 
Inventory management 
Receivable management 
Sales of finished goods management 
Purchase of materials management 
Trade payable management 
Bank loans management 
Liquidity management 
4 
5 
4 
3 
4 
4 
4 
2 
5 
5 
4 
4 
4 
3 
5 
3 
4 
5 
4 
5 
4 
3 
5 
3 
D-2. In decreasing costs 
Cash Management 
Inventory management 
Receivable management 
Sales of finished goods management 
Purchase of materials management 
Trade payable management 
Banl^ loan management 
Liquidity management 
4 
3 
4 
4 
3 
2 
3 
2 
3 
4 
4 
3 
3 
3 
3 
2 
3 
4 
4 
3 
3 
3 
3 
3 
Each question in the questionnaire is provided with a number of alternative answers and ends-up with 
"others" so that the managers can include their own way of thinking. Responses are quantified on the 
basis of five point Likert's scale, ranging from 5 to 1 (Murphy G. and Likert R. (1967). The scales show 
how positive or negative the managers' responses are to the alternative options in each question. A scale 
of 5 indicates very positive, 4 positive, 3 neutral (between 4 positive and 2 negative), 2 negative, 1 
very negative and (-) represents that the manager did not give an opinion 
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Section (5,B) - Managing Working Capital Internally 
Section (S.B.1) - Managing Working Capital Investments 
Section (S.B.I.1) - Cash Management - Main Firm Responses 
Firms UPCo-operative 
Panjab Co-
operative 
A. Firm's motives of liolding casli 
Transaction 
Speculative 
Haryana Co-
operative 
5 
Precautionary 
Bank compensating 
B. Firm's purpose of casli budget forecast 
Requirement 
Control liquidity 
Control cash 
Plan short-term needs 
Plan long-term needs 
C. Firm's cash forecasting approach 
Past experience 
Forecasted sales 
Management opinion 
Market research 
D. Cash flow approaches used by the firm 
Receipts and disbursements* 
Adjusted net income** 
E. Firm's purpose of cash flow calculations 
Requirement 
Improve cash forecast 
Cash control 
F. Firm's cash controi approaches 
F-1. Payments 
Voucher system 
Sequentially numbered checks 
Bank reconciliation 
Petty cash system 
F-2. Collection 
Customers pay at the bank account 
Collections deposited daily 
Separate sequential operations 
Cash Mgt. services offered by Bank 
The receipts and disbursements approach estimates the amounts of cash expected to be received 
and paid by the firm over the forecast period and traces the detailed movement of cash. 
** The adjusted net income approach (also called sources and uses) starts with projected net 
income on an accrual basis and adjusts it to a cash basis. 
Each question in the questionnaire is provided with a number of alternative answers and ends-up with 
"others" so that the managers can include their own way of thinking. Responses are quantified on the 
basis of five point Likert's scale, ranging fi-om 5 to 1 (Murphy G. and Liken R. (1967). The scales show 
how positive or negative the managers' responses are to the altemav '^e options in each question. A scale 
of 5 indicates very positive, 4 positive, 3 neutral (between 4 positive and 2 negative), 2 negative, 1 
very negative and (-) represents that the manager did not give an opinion. 
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Section (5.B.1.2) - Inventory Management - Main Firm's Responses 
Section (5.B.1.2.1) - Finished Goods Inventory Management - Main Firm's Responses 
Firms UP Co-operative Panjab Co-operative 
Haryana Co-
operative 
A. What is the firm's purpose of finished goods inventory management? 
Satisfy customer demand 
Take advantage of economies of scale 
Reduce holding costs 
Keep safety stock 
Meet seasonal high demand 
4 
2 
2 
4 
4 
5 
2 
2 
4 
5 
4 
2 
2 
5 
5 
B. What are the costs of firm's holding of finished goods inventory? 
Power (heat and light for storage space) 
Opportunity cost of ca lital 
Deterioration 
Insurance 
Security 
Clerical costs 
Handling 
Property taxes 
C. Significance of holding costs of 
material 
3 
2 
3 
4 
3 
2 
4 
2 
4 
4 
2 
3 
3 
2 
3 
3 
2 
3 
5 
2 
3 
4 
3 
3 
4 
2 
3 
D. How does firm manage costs of holding of finish gonds inventory? 
Hold only the minimum 
Apply "just in time" 
Establish long-term customer relations 
Making customers pay the costs 
3 
4 
4 
2 
3 
4 
4 
3 
2 
5 
4 
3 
E. What arethe firm's costing methods for finish goods inventory? 
First-in-first-out 
Last-in-first-out 
Average costing 
4 
2 
3 
4 
2 
3 
5 
2 
2 
F. What arethe firm's valuation methods for finish goods inventory? 
Weighted Average 
Market or replacement cost 
Lower of average cost or market 
4 
3 
2 
4 
3 
2 
5 
3 
2 
G. What are the firm's bases of selective inventory control? 
Average cost 
Usage rate 
Criticality in case of shortage 
Each question in the questionnaire is provic 
"others" so that the managers can include tl 
basis of five point Likert's scale, ranging froi 
how positive or negative the managers' respo 
of 5 indicates very positive, 4 positive, 3 n 
very negative and (-) represen 
3 
4 
4 
ed with a number of 
leirown way of think 
n 5 to 1 (Murphy G. 
nses are to the altern 
eutral (between 4 pc 
ts that the manager 
2 
4 
3 
3 
5 
3 
alternative answers and ends-up with 
ing. Responses are quantified on the 
and Likert R. (1967). The scales show 
ative options in each question. A scale 
)sitive and 2 negative), 2 negative, 1 
did not give an opinion. 
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Section (5.B.1.2.2) Material Inventory Management- Main Firm Reponses 
Firms UP Co-operative 
Panjab Co-
operative 
Haryaaa 
Co-
operative 
A. What is the firm's purpose of raw material inventory management? 
Reduce holding costs 
Reduce ordering costs 
Safeguard against sliortages 
Keep production running 
2 
2 
4 
4 
3 
2 
4 
4 
3 
2 
5 
5 
B. Wliat are the costs of firm's holding of material inventory? 
Power (heat and light for storage space) 
Opportunity cost of capital 
Deterioration 
Insurance 
Security 
Clerical costs 
Property taxes 
Handling 
4 
2 
2 
3 
3 
2 
2 
3 
C. Significance of holding costs of material 3 
3 
2 
2 
3 
2 
2 
2 
4 
3 
4 
2 
2 
2 
3 
3 
2 
4 
4 
D. How does firm manage costs of holding of material inventory? 
Minimise inventory level 
Buy just in time for production 
Use economic order 
1 
4 
2 
2 1 2 
4 5 
2 1 3 
E. What arethe firm's costing methods for material inventory? 
First-in-first-out 
Last-in-first-out 
Average costing 
4 
I 
3 
4 
2 
3 
5 
2 
2 
F. What arethe firm's valuation methods for material inventory? 
Weighted average cost 
Market or replacement cost 
Lower of average cost or market 
4 
2 
2 
4 
2 
1 
5 
2 
2 
G. What are the firm's bases of selective material inventory control? { 
Cost 
Usage rate 
Scarcity in the market 
Criticality in case of shortage 
3 
4 
4 
4 
4 
3 
5 
4 
5* 
3 
4 
4 
Each question in the questionnaire is provided with a number of alternative answers and ends-up with 
"others" so that the mcinagers can include their own way of thinking. Responses are quantified on the 
basis of five point Likert's scale, ranging from 5 to 1 (Murphy G. and Likert R. (1967). The scales 
show how positive or negative the managers' responses are to the alternative options in each question. 
A scale of 5 indicates very positive, 4 positive, 3 neutral (between 4 positive and 2 negative), 2 
negative, I very negative and (-) represents that the manager did not give an opinion. 
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Section (5.B.2.1.3) - Accounts Receivables Management - Main Firm's Response 
Firms UP Co-operative 
Panjab Co-
operative 
Haryana Co-
operative 
A. Reasons for not sellinE on credit 
Customers do not asic for credit 
The firm does not want to extend credit 
Lack of information on credit applicants 
High uncertainty of pay bacic 
2 
4 
1 
3 
1 
4 
2 
3 
2 
4 
2 
2 
B. Sources of information to firm for screening credit applicants 
Prior experience 
Financial statements 
Visits to customer 
Personal contact with the applicant's 
creditors 
Customer's payment history 
4 
4 
2 
I 
4 
4 
4 
3 
1 
3 
4 
5 
2 
2 
3 
C. Firms credit terms* 
Open account no discount 
Open account with discount 
Promissory note 
Seasonal dating 
4 
4 
1 
1 
4 
3 
1 
1 
5 
4 
2 
2 
D. Firm's standards to screen credit applicants 
The 5 C's - capital, character, collateral, 
capacity and conditions 
One time sale approach 
Repeat sale approach 
Marginal accounts analysis 
4 
1 
4 
2 
4 
2 
4 
1 
5 
2 
4 
2 
E. Measures taken by the firm to collect overdue receivables 
Sc-d reminder 
Telephone call 
Personal visit 
Collection agent (employee) 
Extend credit period 
Take legal action 
F. Risk of uncollectible 
5 
4 
2 
2 
3 
4 
2 
4 
4 
2 
2 
4 
4 
3 
5 
4 
2 
2 
3 
4 
3 
G. Firm monitor credit customers 
Using draft letters 
Using letters of credit 
Customers sign letters of credit 
4 
3 
1 
4 
4 
2 
3 
5 
2 
H. Firm reduce levels of receivables 
Make customers pay outstanding debts 
Stop selling on credit 
Revise credit policy 
Revise credit standards 
5 
2 
1 
2 
4 
3 
2 
2 
5 
3 
2 
2 
* Credit terms refer to the sale of goods on the basis of an open account, promissory note or 
special conditions like seasonal dating. An open account is used when the buyer buys on a 
continuing basis from the same seller and it may also include discounts for early payment. If the 
order is large and thij firm anticipates a problem in collections it may require the customer to 
sign a promissory no te or lOU, in order to eliminate controversies later about the existence of a 
credit agreement. 
• 
Part IV of the thesis 
Dairy Co-operatives 208 
Section (5.B.2) - Working Capital Financing-Main Firm Reponses 
Firms 
Short-term debt - banic loans 
Long-term debt 
Retained earnings/Equity capital 
Overdraft/cas credit 
Trade creditors 
Secured borrowing 
Accruals 
UP Co-operative 
4 
2 
3 
4 
4 
1 
3 
Panjab Co-
operative 
5 
2 
3 
5 
4 
2 
3 
Haryana Co-
operative 
5 
2 
3 
5 
4 
2 
3 
B. Firm's cost of financing 
Interest expenses 
Bank service charges 
4 
2 
4 
2 
5 
2 
C. Factors influencing firm's levels of financing 
Seasonality of sales 
Sales growth 
Credit policy 
Availability of credit 
Price levels of inputs 
Operating efficiency 
Others- government subsidy 
4 
3 
3 
3 
4 
3 
2 
4 
4 
3 
3 
3 
2 
5 
4 
3 
3 
4 
3 
2 
Each question in the questionnaire is provided with a number of alternative answers and ends-up with 
"others" so that the managers can include their own way of thinking. Responses are quantified on the 
basis of five point Likert's scale, ranging from 5 to 1 (Murphy G. and Likert R. (1967). The scales show 
how positive or negative the managers' responses are to the alternative options in each question. A scale 
of 5 indicates very positive, 4 positive, 3 neutral (between 4 positive and 2 negative), 2 negative, 1 
very negative and (-) represents that the manager did not give an opinion. 
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Section (5.B.3.2) Sales operation management - Main Firm Reponses 
Firms UP Co-operative Panjab Co-operative 
Haryana Co-
operative 
A. Firm's purpose of sales policy 
To satisf^ ' customer demands 
To decrease inventory holding costs 
To decrease inventory ordering costs 
To meet seasonal sales requirements 
To expand marlcet 
5 
2 
2 
4 
4 
5 
2 
1 
4 
5 
5 
2 
2 
5 
4 
B. Firm's purpose of sales forecast 
To forecast future demand 
[To forecast inventory usage 
To forecast quantify on hand and on order 
To forecast safety stoclc needs 
4 
4 
3 
4 
4 
3 
3 
4 
5 
3 
3 
4 
C. Bases used by the firm to forecast sales 1 
Past experience 
Statistical forecast 
Management opinion 
Sales stafT opinion 
Ottiers - production capacity 
4 
3 
3 
2 
, 
5 
3 
4 
2 
2 
5 
4 
4 
2 
2 
D. Terms of firm's sales 
Cast) 
Credit 
5 
4 
4 
5 
5 
4 
£. Firm's credit sales standards 
5C's 
One time 
Repeat sales 
4 
4 
2 
4 
4 
2 
5 
4 
2 
F. How does firm manage selling costs of? 
F-1. Contact piiase of sale transaction 
By ctioosing ttie clieapest cliannel 
By employing sales agents 
By developing long-lasting relationship 
4 
2 
4 
5 
1 
3 
5 
2 
4 
F-2. Contract phase of sale transaction 
By making routine contract agreements 
By employing lawyers 
By malcing terms known in advance 
4 
2 
4 
4 
1 
4 
5 
2 
4 
F-3. Control phase of sale transaction 
By making routine control agreements 
By employing lawyers 
By making terms known in advance 
4 
2 
4 
4 
2 
4 
4 
2 
4 
G. Relevance of costs of customer 
Contacting customer 
Contracting customer 
Controlling customer 
2 
3 
3 
2 
3 
3 
2 
2 
2 
H. Customer bacidng down 
Possibility 
Difficulty in finding another customer 
Extent of loss if customers back-down 
3 
2 
3 
3 
1 
2 
2 
2 
3 
I. How does firm manage if customers back-down? 
Negotiation 
Court of law 
Stop dealings until bills are settled 
5 
3 
3 
4 
4 
3 
5 
4 
2 
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Section (5.B.3.3) - Performance Management - Main Firm's Response 
Firms UP Co-operative 
Punjab Co-
operative 
Haryana Co-
operative 
A. Specific criteria firm aDPlied for performance management 
By comparing past with the present 
performance 
By comparing actual with the expected 
performance 
By comparing inter-firm benchmarlcs 
4 
4 
4 
4 
4 
3 
5 
4 
3 
B. Customer satisfaction based performance evaluation 1 
B-1. Firm minimize costs 
By charging lower prices 
By allowing quantity discounts 
By allowing cash discounts 
2 
2 
2 
1 
2 
2 
B-2. Firm improves quality of products 
By decreasing defect rates 
By maintaining higher customer retention 
rates 
By providing higher customer's perceived 
value of goods 
5 
4 
4 
5 
4 
4 
5 
4 
3 
B-3. Firm improves communication with customer 
By maintaining faster responses time 
by maintaining faster delivery time 
4 
4 
4 
4 
5 
4 
C. Accounting based performance evaluation 
C-1. Firm checks its liquidity 
By current ratio 
By quick ratio 
4 
3 
4 
3 
5 
2 
C-2. Firm checks it operational efficiency 
By inventory turnover 
By receivables turnover 
By overall working capital ratio 
4 
3 
3 
4 
4 
2 
5 
3 
3 
C-3. Firm checks its financial efficiency 
By cash to working capital 
By inventory to working capital 
By receivables to working capital 
By working capital to total assets 
4 
4 
4 
1 
4 
5 
4 
2 
5 
4 
3 
2 
C-4. Firm checks it short-term debt leverage 
By current debt to total debt 
By total debt to total equity 
4 
1 
4 
1 
5 
2 
C-5. Firm checks its nrofitability 
By gross profit margin 
By net profit margin 
By return on working capital investment 
By return on total assets investment 
4 
4 
2 
3 
4 
4 
1 
3 
5 
3 
2 
2 
D. Determinants of firm's performance 
Fixed asset investment 
Fixed asset financing 
Working capital investment 
Sh i^t-term financing 
Availability of skilled labor 
2 
1 
3 
4 
2 
2 
1 
4 
4 
1 
3 
3 
4 
5 
2 
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Section ( S.Q - Managing Worlting Capital Externally - Value Chain Management 
Section (5.C.1.1) - Managing 
Firms 
Firm-Supplier L 
UP Co-
operative 
nkages - Main Firm Response 
Punjab Co-operative 
A. Firm-supplier co-operation on primary activities 
A-1. Firm-supplier co-operation on inbound activities* 
Shipment 
Storing 
DistributinK to production 
Inventory control 
Materials handling 
4 
4 
I 
2 
2 
4 
3 
2 
2 
3 
A-2. Firm-supplier co'Operation on production operation 
Machining 
Packaging 
Assembling 
Equipment maintenance 
Product testing 
Facility operations 
Timely availability of raw material 
1 
1 
1 
1 
5 
3 
5 
1 
1 
1 
1 
4 
4 
5 
A-3. Firm-supplier co-operation on marketing and sales 
Advertising 
Promotion 
Sales force 
Sales/Purchase channel selection 
Value evaluation of delivery of inputs 
1 
2 
2 
2 
4 
1 
2 
1 
1 
4 
A-4. Firm-supplier co-operation on after sales service 
Installation 
Repp;; 
Customer training 
Parts supply 
Product adjustment 
2 
1 
1 
1 
4 
1 
2 
1 
2 
5 
B. Firm-supplier co-operation on purchases and inventory management 
Quality and quantity of materials 
Terms of transportation 
Time (just on time basis) 
4 
4 
4 
5 
5 
4 
C. What are the benefits of firm-supplier co-operation? 
Decrease cost ordering materials 
Decrease the time needed to purchase 
materials 
Minimizing the costs of carrying 
inventories 
Create trust of your suprilier 
2 
4 
3 
4 
2 
4 
3 
4 
D. What are the reasons for non-coordination? 
You don't have a policy 
Suppliers do not co-operate 
Do not see the benefits 
Supplier have easy options 
3 
4 
2 
4 
4 
4 
1 
4 
* Inbound logistics may be defined as the activities associated with receivi 
purchased as well as storing and distributing them to production. If we take tj 
capital related inbound logistics they may include material handling, freight-in, 
control, vehicle scheduling, administration and payments to the suppliers. 
Haryana Co-
operative 
5 
4 
2 
2 
3 
1 
1 
1 
1 
5 
2 
5 
1 
1 
1 
1 
4 
1 
1 
1 
1 
5 
5 
5 
5 
3 
4 
4 
4 
4 
4 
2 
4 
ng raw materials 
le case of working 
storing, inventory 
-. 
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Section (5.C.1.2) - Managing Firm-Customer Linltages - Main Firm Response 
Firms UP Co-operative 
A. Firm-customer co-ooeration on primary activities 
Punjab Co-operative Haryana Co-
operative 
A-1. Firm-customer co-operation on production operations 
Machining 
Packaging 
Assembly 
Equipment maintenance 
Product testing 
Facility operations 
1 
5 
4 
1 
5 
4 
1 
4 
4 
1 
5 
4 
1 
5 
4 
1 
5 
4 
A-2. Firm-customer co-operation on outbound activities* 
Finished goods warehousing 
Materials handling 
Delivery vehicle operation 
Order processing 
4 
2 
4 
4 
4 
3 
4 
4 
5 
3 
5 
4 
A-3. Firm-customer co-operation on marketing and sales 
Advertising 
Promotion 
Sales force 
Sales/Purchase channel selection 
4 
4 
4 
5 
4 
4 
5 
5 
5 
5 
5 
4 
A-4. Firm-customer co-operation on after sales service 
Installation 
Repair 
Customer training 
Parts supply 
Product adjustment 
1 
1 
4 
1 
4 
1 
2 
3 
2 
4 
2 
2 
5 
2 
4 
B. Firm-customer co-operation on sales and inventory management 
Quality and quantity of materials to be 
purchased 
Terms of transportation of materials to be 
purchased 
Time (on just on time basis) 
4 
5-
4 
4 
4 
4 
5 
5 
5 
C. What are the benefits of firm-supplier co-operation? 
Increasing sales 
Create trust of your supplier 
Minimizing the costs of carrying 
inventories 
Minimizing the cost of ordering and 
transportation 
4 
4 
4 
2 
4 
4 
4 
3 
5 
4 
4 
3 
D. What are the reasons for non-coordination? 
Firm does not have policy 
Customers do not co-operate 
Firm does not see the benefits 
Cooperation is Important 
3 
3 
1 
4 
E. Customer assessment 
Return any product with inferior quality 
Pay only if the products are as per their 
expectation 
Making periodic assessment of customers 
opinions 
Making strict quality control at the 
production floor 
4 
3 
4 
' 
3 
2 
2 
4 
5 
3 
4 
5 
3 
2 
2 
4 
5 
3 
4 
5 
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Section (5.C.2)Managing F.rm-Customer Linkages - Customer Reponses 
Firms UP Co-operative 
Punjab Co-
operative 
Haryana Co-
operative 
A. Firm-customer co-operation on co-operation on primary activities 
A-1. Firm-customer co-operation on inbound activities 
Order processing 
Receiving 
Storing 
Distributing to production 
Inventory control 
Materials handling 
Delivery vehicle operation 
4 
4 
3 
1 
1 
1 
5 
5 
5 
3 
1 
1 
1 
4 
4 
4 
4 
2 
2 
3 
5 
A-2. Firm-customer co-operation on production operation 
Machining 
Packaging 
Assembling 
Equipment maintenance 
Product testing 
Facility operations 
1 
4 
1 
1 
5 
4 
2 
5 
1 
2 
4 
4 
1 
4 
1 
1 
5 
3 
A-3. Firm-customer co-operation on marl<eting and sales 
Advertising 
Promotion 
Sales force 
Sales/Purchase channel selection 
5 
4 
5 
5 
5 
4 
4 
4 
4 
4 
4 
4 
A-4. Firm-customer co-operation on after sales service 
Installation 
Repair 
Supplier training 
Parts supply 
Product adjustment 
2 
1 
4 
4 
4 
1 
2 
4 
3 
4 
1 
1 
4 
3 
4 
B. Firm-customer co-operation on purchases and inventory management 
Exchanging skilled staff 
Credit transaction without 
discounts 
Credit transaction with discounts 
Providing goods when just needed 
4 
5 
4 
4 
4 
5 
3 
5 
4 
4 
3 
4 
C. What are the benefits of firm-supplier co-operation? 
Decrease cost of purchasing 
Decrease the time needed to 
purchase 
Decrease the carrying cost of 
inventory 
Create trust of your supplier 
4 
5 
3 
4 
4 
4 
3 
4 
3 
4 
4 
4 
1 D. What are the reasons for non-coordination? 
Do not have the specific policy of 
co-operation 
Central firm does not co-operate 
Do not see the benefits 
4 
3 
1 
4 
3 
1 
4 
3 
2 
E. Customer rates the efficiency of firm on the bases of 
Marketing approach 
Sales processing 
Product quality 
Cost of products 
4 
4 
5 
1 
4 
4 
5 
1 
2 
4 
4 
2 
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Delivery 
Impartiality with other buyers 
Explanation to your inquiries 
Knowledgeability of customers 
Bilateral communication 
Using customer services 
Cash collection habits 
4 
2 
2 
4 
4 
4 
4 
4 
2 
2 
4 
4 
4 
4 
2 
2 
2 
4 
4 
4 
2 
Section (5.C.3)Managing Firm-Supplier Linlcages - Supplier Reponses 
Firms UP Co-operative 
A. Firm-supplier co-operation on primary activities 
Punjab Co-operative 
A-1. Firm-supplier co-operation on production operations 
Machining 
Packaging 
Assembly 
Equipment maintenance 
Product testing 
Facility operations 
1 
1 
1 
2 
4 
3 
1 
1 
1 
1 
5 
3 
A-2. Firm-supplier co-operation on outbound activities 
Finished goods warehousing 
Materials handling 
Delivery vehicle operation 
Order processing 
1 
2 
4 
4 
1 
1 
4 
4 
A-3. Firm-supplier co-operation on marketing and sales 
Advertising 
Promotion 
Sales force 
Sales/Purchase channel selection 
1 
1 
1 
1 
1 
1 
1 
1 
A-4. Firm-supplier co-operation on after sales service 
Installation 
Repair 
Customer training 
Parts supply 
Product adjustment 
2 
2 
2 
1 
4 
1 
1 
2 
1 
4 
B. Firm-supplier co-operation on sales and inventory management 
Exchanging skilled staff 
Credit transaction without 
discounts 
Credit transaction with discounts 
Provi Jmg goods when just 
needed 
2 
4 
3 
4 
2 
4 
3 
4 
C. What are the benefits of firm-supplier co-operation? 
Decrease cost of selling goods 
Create trust of your customers 
Decrease the time needed to sell 
goods 
Decrease the carrying cost of 
fmished goods inventory 
Minimizing the cost of ordering 
and transportation 
1 
4 
4 
2 
1 
2 
4 
4 
2 
2 
D. What are the reasons for non-coordinations? 
Do not have the specific policy 4 4 
Haryana Co-
operative 
1 
1 
1 
1 
5 
3 
1 
2 
4 
4 
1 
1 
1 
1 
1 
1 
2 
1 
4 
4 
4 
2 
4 
2 
4 
4 
3 
2 
4 
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of co-operation 
Central firm does not co-operate 
Do not see the benefits 
3 
1 
3 
1 
3 
3 
E. Supplier rates the efficiency of firm on tlie bases of 
Purchase order processing 
Bilateral communication 
Explanation to inquiries 
Courtesy 
Marketing approach 
Using supplier services 
Payment habits 
4 
4 
4 
3 
2 
3 
4 
4 
4 
4 
3 
2 
4 
4 
4 
4 
4 
2 
2 
4 
4 
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Chapter 6 
Private Dairy Firms 
6. A. Introduction 
In chapters 5 management of working capital levels and operations - internally and 
externally was assessed for the dairy co-operatives federations. In this chapter it will be 
continue with regard tci the private firms. It has to study how three private firms - Mother 
Dairy Fruit & Vegetable Pvt. Ltd., Kwality Dairy (India) Ltd. and V R S Foods Ltd 
manage their working capital levels and operations - internally and externally. 
Particularly concentration is on internal working capital management of Mother Dairy 
Fruit & Vegetable Pvt. Ltd., its supplier's co-operation with (Mother Dairy Supplier) and 
its customer co-operation with (Mother Dairy Customer). Researcher has selected Mother 
Dairy because it represents a typical private firm wliose supplier and customer responses 
are included in the study. A comparison is also made betvN"^ en that of Mother Dairy Fruit 
& Vegetable Pvt. Ltd., and the other private firms, Kwality Dairy (India) Ltd. and V R S 
Foods Ltd. 
Objective of this chapter is to answer second practical research question (3b) of the study: 
"In what way selected private agribusiness (Dairy) firms in the manufacturing sector in 
India manage their working capital intemally and externally." Section 6.A introduces the 
chapter and section (6.B) presents the firm's overall working capital management issues. 
Section (6.C) covers the management of working capital levels and operations intemally. 
Section (6.D) deals with, the working capital management externally, including firm-
supplier linkages (6.D.I), and firm-customer linkages (6.D.2). Section (6.E) concludes 
the chapter. 
6. B. Overall working capital management 
This section presents overall working capital management issues of Mother Dairy Fruit & 
Vegetable Pvt. Ltd, including its historical background, organizational structure, 
objectives of working capital management and constraints to achieve the objectives as 
well as the role of working capital management in creating value. Discussion is started 
with background information on Mother Dairy Fruit & Vegetable Pvt. Ltd (section 6.B.1) 
and then presents a comparative analysis of the private dairy firms (section 6.B.2). For 
Private Dairy Firms ^'^ 
detailed information on overall working capital management issues, refer to Response 
Table section (6.A). 
6. B.l. Background Information 
Historical Background of the firm Mother Dairy Fruits & Vegetables Pvt Ltd Mother 
Dairy - Delhi was set up in 1974 under the Operation Flood Program. It is now a wholly 
owned company of the National Dairy Development Board (NDDB). Mother Dairy 
markets & sells dairy products under the Mother Dairy brand (like Liquid Milk, Dahi, Ice 
creams, Cheese and Butter), Dhara range of edible oils and the Safal range of fresh fruits 
& vegetables, frozen vegetables and fruit juices at a national level through its sales and 
distribution networks for marketing food items. 
"Mother Dairy" is the single largest brand of milk in India as well as in Asia, marketing 
about 2.2 million liters of milk per day. Mother Dairy commands 40% market share in 
the organized sector in and around Delhi, primarily because of consistent quality and 
service whatever be the crisis-floods, transport strike, curfew etc. Mother Dairy, 
Patparganj, Delhi, is presently manufacturing & selling around 8.5 lakh liters of tonned 
milk through bulk vending shops. 
With a view to separating the commercial activities from developmental activities, the 
NDDB merged Mother Dairy and the Fruit & Vegetable project into a wholly owned 
company named Mother Dairy Fruit & Vegetable Ltd (MDFVL) in April 2000.This 
becomes the holding company of Mother Dairy India Ltd (MDIL)-a marketing company 
and Mother Dairy Foods Processing Ltd (MDFPL)-a processing company. MDFPL is a 
multiunit company, with units at various locations in India. Mother Dairy, Delhi is one of 
the units of MDFPL 
Mother Dairy sources significant part of its requirement of liquid milk from dairy 
cooperatives. Similarly, Mother Dairy sources fruits and vegetables from farmers / 
growers associations. Mother Dairy also contributes to the cause of oilseeds grower 
cooperatives that manufacture/ pack the Dhara range of edible oils by undertaking to 
nationally market all Dhara products. It is Mother Dairy's constant endeavor to, 
(a) Ensure that milk producers and farmers regularly and continually receive market 
prices by offering quality milk, milk products and other food products to consumers at 
competitive prices and; 
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(b) Uphold institutional structures that empower milk producers and farmers through 
processes that are equitable. 
At Mother Dairy, processing of milk is controlled by process automation whereby state-
of-the-art microprocessor technology is adopted to integrate and completely automate all 
functions of the milk processing areas to ensure high product quality/ reliability and 
safety. Mother Dairy is an IS/ ISO-9002, IS-15000 HACCP and IS-14001 EMS certified 
organization. Moreover, its Quality Assurance Laboratory is certified by National 
Accceditation Board foe Testing and Calibration Laboratory (NABL)-Department of 
Science and Technology, Government of India. 
Mother Dairy markets approximately 2.8 million liters of milk daily in the markets of 
Delhi, Mumbai, Saurashtra and Hyderabad. Mother Dairy Milk has a market share of 
66% in the branded sector in Delhi where it sells 2.3 million liters of milk daily and 
undertakes its marketing operations through around 14,000 retail outlets and 845 
exclusive outlets of Mother Dairy. 
The company's derives significant competitive advantage from its unique distribution 
netwoiK of bulk vending booths, retail outlets and mobile units. Mother Dairy ice creams 
launched in the year 1995 have shown continuous growth over the years and today boasts 
of approximately 62% market share in Delhi and NCR. Mother Dairy also manufactures 
and markets a wide range of dairy products that include Butter, Dahi, Ghee, Cheese, UHT 
Milk, Lassi & Flavored Milk and most of these products are available across the country. 
The company markets an array of fresh and frozen fruit and vegetable products under the 
brand name SAFAL through a chain of 400+ own Fruit and Vegetable shops and more 
than 20,000 retail outlets in various parts of the country. Fresh produce from the 
producers is handled it the Company's modem distribution facility in Delhi with an 
annual capacity of 200,000 MT. An IQF facility with capacity of around 75 MT per day 
is also operational in Delhi. A state-of-the-art fruit processing plant of fruit handling 
capacity of 120 MT per day, a 100 percent EOU, setup in 1996 at Mumbai supplies 
quality products in the international market. With increasing demand another state-of-the-
art fruit processing plant has been set up at Bangalore with fruit handling capacity of 
around 250 MT per day. 
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Mother Dairy has also been marketing the Dhara range of edible oils for the last few 
y^ars. Today it is a leading brand of edible oils and is available across the country in over 
2, 00,000 outlets. The brand is currently available in the following variants: Refined 
Vegetable Oil, Refined Soybean Oil, Refined Sunflower Oil, Refined Rice Bran Oil, 
Kachi Ghani Mustard Oil and Filtered Groundnut Oil. Mother Dairy has also launched 
extra virgin Olive Oil under the Daroliva brand. 
Mother Dairy has over the last 3 decades, harnessed the power of farmer cooperatives to 
deliver a range of delicious products and bring a smile on your face. In times to come, 
Mother Dairy shall strive to remain one of India's finest food companies. 
Organizational structure Its organizational structure includes the general manager, 
financial manager and a commercial manager. According to the general manager's 
opinion, he is fully empowered to make decisions regarding working capital levels of 
investments and financing, as well as operations of production, purchasing and sales. The 
financial manager controls the firm's financial operations and reports to the general 
manager periodically. Commercial manager is responsible to investigate and assess the 
market and apply an appropriate marketing strategy. The general manager reports to the 
owners' annual general meeting. 
Firm's policies a/i</constraints According to the opinion of the firm's financial manager, 
the main objectives of working capital management include the increase of sales, the 
decrease of costs and to remain liquid as well as to keep operations smooth but not to 
generate profit. The firm manages its working capital i such away that it buys its 
materials on credit and sells its goods to customers on a monthly credit basis and uses 
cash collected from operations to finance its working capital investments and daily 
activities. It pays its suppliers and collects from customers in the first 10 days following 
the months of purchases and sales. It does not keep raw materials and finished goods 
inventory in the store because production starts immediately when the materials are 
received and the sales is directly after production. Milk is received at the beginning of a 
day processed and sold in that same day. The firm has a policy of generating income 
enough to cover current operations and earn a decent profit margin with the current lines 
of production. During the interview conducted with the firm's finance manager, he said 
that: "our short-term aim is to maintain current production and sales capacity while in the 
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long-term; we have a plan to diversify our products". Tlie financial manager believes that 
the factors that determine working capital levels include mostly seasonality of sales, sales 
growth, and credit policy. However, price levels of inputs, availability of credit and 
operating efficiency do not influence the levels of working capital. On the constraints in 
achieving short and long-term objectives the manager said that: "We have no constraints 
to achieve short-term objectives at all, however how efjdently we achieve our long-
term objectives will depend on the availability of capital". 
Accovdmg to tht f\nav\ce rnatvagec, the factocs that hicvdac the firm from achieving Its 
objectives are working capital investment and financing. However, production capacity 
and markets are not problems. According to the opinion of the general manager, there are 
no government regulations that affect management's decisions. Similarly, there are no 
cultural issues, which seriously affect the sales of the firm's products. The two religions 
dominantly followed in India are Hinduism and Islam, and followers of both are 
comfortable with the products. 
Working capital management and value creation On the role of working capital 
management in promoting the firm's objectives on value creation, the finance manager 
said that: "Managing working capital investments and short-term financing has a 
major role to play in promoting our short-term and log-term objectives. Our planned 
capacity expansion and product diversification will depend upon how successfully we 
performed the current working capital investments and financing, because future 
success can only be extension of current success". The firm's financial manager also 
believes that overall working capital management has a pivotal role to play in value 
creation, particularly in increasing sales and decreasing costs of purchases, production 
and inventory. He believes that managing cash, receivables, inventory, receivables, 
purchase and sales of materials and trade payables can achieve these objectives. 
6. B.2. Overall working capital management issues - comparison of private firms 
Here objective of study is if three private firms make known similarity or have a major 
difference on the overall working capital management, mainly the policy of management 
of working capital, the constraints in achieving firm objectives and the factors 
determining firm objectives. For detailed information on the overall working capital 
management issues, see Response Table section (6.A). 
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Firm policies and constraints: The financial managers of the private firms responded 
that their worlcing capital management policy is tailored towards increasing sales, 
decreasing costs and thereby generating profit but o.ily VRS Foods ltd responded that it 
also aims at smooth operations and remain liquid. On the constraints in achieving firm 
objectives, the managers of Mother Dairy, Kwality Dairy and VRS Foods believe that the 
factors, which are constraining firm objectives, include working capital investment and 
financing. Mother Dairy and Kwality Dairy also have sometimes a lack of production 
capacity, product demand ar\d markets. Similarly VRS Foods have sometimes lack of 
production capacity and market. 
Role of working capital management in value creation: Financial managers of all the 
three private firms believe that working capital management has an important role in 
value creation. The managers' response denote that working capital management is 
ipiportant for the purpose of increasing sales by managing cash, trade receivables, 
inventory, trade payable, sales of finished goods and purchase of materials. They also 
believe that working capital management can be used to decrease costs by managing 
purchase of materials, inventory, cash and receivables, but not payables, bank loans or 
liquidity. 
6. C. Working Capital Management - Internally 
This section covers working capital management - internally of Mother Dairy, which is 
divided into levels of investment (6.C.I.) and financing (6.C.2.) as well as operafions of 
purchasing (6.C.3.) and selling (6.C.4). 
6. C.l. Managing working capital investments 
In this section, discussion is on the manager's responses to questions on how the private 
firms manage working capital investments of cash, receivables and inventories. The 
objective is to find out if Mother Dairy and the other two-private firms apply value-
creating methods of managing working capital levels of investment. First, Mother Dairy 
is considered then comparison is made with the other private firms. 
6. C.1.1. Management of Cash 
In this section it is to examine if Mother Dairy and the other private firms create value by 
managing cash balances, collections and payments. Therefore, researcher asked the 
managers on their motive for holding certain balances of cash levels, purposes and 
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approaches of forecasting cash, on preparing cash flow statements as well as controlling 
cash payments and collections. For detailed information on cash management of Mother 
Dairy, refer to Response Table Section (6.B. 1.1.). 
Motives for holding cash According to the firm's financial manager, the main purpose 
for holding cash in the firm is for transaction purposes - to make regular predetermined 
payments. The firm rarely keeps any cash for making for unforeseen transactions 
(precautionary purpose) and it does not keep cash opportunity (speculative purpose) to 
pay or as a guarantee for bank loans. 
Cash budgeting and control The factory's management prepares cash budgets mainly to 
plan for short and long-term cash needs to control liquidity, cash payments and receipts. 
The primary bases used to forecast the cash budget are past experience, opinion of the 
management and forecasted sales levels. Mother Dairy prepares cash flow statements 
using the receipts and disbursements method, which it uses to improve its future cash 
forecasts as well as to control cash payments and receipts. 
Management of cash payment and collection: The firm has a petty cash fund with a 
maximum balance of Rs 20000. It uses this petty cash fund to pay for expenses less than 
Rs.5000, payments above this amount are made using checks approved by the general 
and financial managers. Collections from lager customers (from the point of sales 
volume) are made mostly using customer checks. The firm purchases only on credit 
without discount, which it considers as a policy of slowing-down cash payments and the 
cash sales to smaller customers is considered as a means of speeding-up the cash 
collection. The mother Dairy controls its cash payments using a petty cash system, 
voucher system, using checks sequentially numbered, which are controlled and accounted 
regularly. It controls cash collections by making customer pay at the bank account. 
Concluding remarks Mother Dairy makes little use of its bank overdraft facilities 
because it generates enough surplus cash from its operations. Partially it uses its cash 
surplus to pay for day to day working capital operations. It has a minimum cash balance 
for transaction purposes including the petty cash fund, which it uses for small payments. 
It is observed that the firm management is fully empowered to manage the cash affairs of 
the firm but makes no use of its managerial empowerment because of the lack of 
investment opportunities. 
Part IV of the Thesis 
224 
private Dairy Firms 
6. C.1.2. Management of inventory 
The objective of this section is to study if Mother Dairy creates value by managing its 
materials and finished goods inventory balances. Therefore, managers were asked if and 
how they determine inventory costs and values, formulate and implement inventory 
forecasting and control (physical and cost) approaches. For detailed information on 
inventory management of Mother Dairy, refer to Response Table section (6.B. 1.2.2 -
materials inventory management and section (6.B.1.2.1) - finished goods inventory 
management. 
Management of finished goods inventory: According to the financial manager, the firm 
produce varieties of product - Butter, Dahi, Ghee, Cheese, UHT Milk, Lassi & Flavored 
Milk. The production process takes only one day, so there is no work-in-process. 
The cost of holding inventory of finished goods include, .'lainly the opportunity cost of 
capital, cost of physical deterioration and handling. Other costs such as power, insurance, 
property tax, security, and clerical record keeping are considered to be small. Finished 
goods inventory is valued on the basis of lower of average cost or market cost. According 
to the firms financial managers the factory minimizes finished goods holding and 
ordering costs using the "just-in-time" approach of inventory management, establish 
long-term customer relations, making customer pay the costs. Holding costs of finished 
goods inventory is minimized by agreeing with customers for the firm to use its own 
transportation to take the goods to the place of its customers on a daily basis. Ordering 
costs are minimized by making a contract agreement only once, where its customers 
indicate the supply of products that they want on a daily basis. Mother Dairy uses the 
average cost approach to determine the cost and value of cost of goods sold and 
remaining in inventory. 
Material inventory management: According to financial manager Mother Dairy, the 
firm's materials inventory is mostly raw milk, sugar, or plastic cases, which are used to 
pack the processed products. Main objective of Mother Dairy in managing these 
inventories of materials is to reduce holding and ordering costs as well as to safeguard 
against shortages and to keep the production running. The firm's major cost of holding 
inventory of materials is the costs of handling, power and opportunity cost of capital. The 
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cost of physical deterioration, obsolescence, shrinkage, depreciation and pilferage costs, 
security and power are very small. 
The firm minimizes materials holding and ordering costs using the "just-in-time" 
approach of inventory management and tries to keep only the minimum required. 
Ordering costs are minimized by making a contract agreement only once. The factory 
uses the average cost approach to determine the cost of materials issued to production and 
remaining in inventory and these inventories are presented in the balance sheet as such. 
Concluding remarks: Mother Dairy manages its materials and finished goods inventory 
such that the ordering and carrying costs are minimi/jd. Therefore, it could be concluded 
that materials and finished goods inventory management of Mother Dairy has contributed 
positively to the profit, the net cash flows and the liquidity position. 
6. C.1.3. Management of receivables 
This section attempts to study if Mother Dairy creates value by managing receivables. 
Therefore, firm's financial manager was asked if and how management formulates its 
policies of accounts receivable management, how it controls its credit collection and the 
costs of accounts receivables and bad debts. For detailed information on Mother Dairy 
receivables management, refer to Response Table section (6.B.1.3). 
Credit policy and management of receivables: Mother Dairy sells to larger customers on 
the basis of a monthly credit without discounts and these customers generally pay within 
the first 10 days of the month after sales. However, the financial manager believes that 
the firm does not have problem of managing receivables. The main source of information 
for screening credit applicants is the size of the customei's proposed purchase, firm's 
prior experience and the customer's payment history. Customers who order large daily 
purchases are preferred for credit sales. The applicant's financial statements, visits to the 
customer, personal contact with the applicant's banks and other creditors, credit reports 
on the customer's payment history with other firms are not used at all as a source of 
information for screening credit applicants. The firm uses an open account with no 
discount for those who buy on credit. However, it does not use credits with discount, 
promissory note or seasonal dating. The 5 C's (capital, character, collateral, capacity, 
conditions), one time sale approach are used to evaluate any future credit application. In 
order to collect overdue receivables the firm makes telephone calls, send reminder and 
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extends credit periods. However, it never employs a collection agent or takes legal action. 
It rarely makes personal visit in order to collect overdue receivables. Mother Dairy 
reduces the levels of receivables by making customer pay outstanding debts. If the level 
of receivables is too high the firm does not have a control mechanism. 
6. C.1.4. Managing working capital investment - comparison of private firm 
Here the purpose is to know if the private firms reveal similarities or differences in the 
management of their working capital levels of investment, oarticularly cash, inventories 
and receivables. For more supporting information on the private firms' comparative 
management of working capital investment, refer to Respon?e Table section (6.B.1.1) 
(cash management). Response Table section (6.B.1.2) (inventory management) and 
Response Table section (6.B.1.3) (receivables management). 
Management of cash: The purpose of cash planning for all the private firms is the 
transaction purpose of making regular pre-determined payments. The financial manager 
of VRS Foods and Kwality Dairy also reported that the firm's cash management has the 
objective of bank compensating. These two private firms also reported that they do not 
manage cash for the purposes of speculative or precautionary reasons mainly because 
they have no opportunity to make cash investments with a profit motive. Mother Dairy 
forecasts cash in order to control cash payments, collections and levels as well as, to plan 
short-term and long-term cash needs using past experience, management opinion and 
forecasted sales as bases. The other two private firms also forecast cash requirements and 
make hedges against cash shortages. 
However, all firms prepare cash flow statements by using the receipts and disbursements 
approach and they use it to control cash payments and collections. All the three private 
firms experience cash surpluses that it deposits at its bank checking account. VRS Foods 
and Kwality Dairy control cash payments by using a voucher system, checks, and a petty 
cash system. All the three firms collect cash at sales and in the ten days after the month of 
sale. The firms consider the cash sale as means of speeding-up cash collection, which 
they control by making customer pay at the bank account. 
Management of finish goods inventory: The financial managers of VRS Foods and 
Kwality Dairy firms reported that they hold finished goods inventory to satisfy regular 
customer demands, and to keep safety stock, Mother Dairy has its objective in meeting 
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seasonal high demand along with satisfy customer demand. For VRS Foods and Kwality 
Dairy the opportunity costs of capital invested in the materials inventory, deterioration of 
material and the costs of handlings are considered relevant costs, similarly to Mother 
Dairy, of finished goods inventory. Mother Dairy use only the technique of holding the 
minimum level required in managing the costs of holding finished goods inventory, other 
wise all three are common in using just in time and long-term customer relations. VRS 
Foods and Kwality Dairy use first-in-first-out method for finished goods inventory, while 
Mother Dairy uses average costing method. For valuation of finished goods inventory 
both Mother Dairy and VRS Foods use lower of average cost or market cost, while 
Kwality Dairy uses average cost method for finished goods inventory valuation. All three 
private firms selectively control the physical safety of the finished goods on the basis of 
average costs and usa.je rate. 
Management of material inventory: Materials inventory policy of all three private firms 
is tailored strongly towards minimizing inventory holding and ordering costs as well as 
safeguarding against inventory shortages and to keep production running. They apply 
inventory management approaches like holding the minimum level required, just in time 
but not economic order quantity. They all selectively control the physical safety of their 
materials inventory on the basis of average cost anu usage rate. Mother Dairy also control 
on the basis of criticality in case of shortage in the marke^ Where as Kwality Dairy also 
control on the basis of* scarcity of material in the market. They use only the average cost 
technique to determine the value and cost of materials used in production and left in the 
inventory. For Kwality Dairy and VRS Foods the opportunity costs of capital invested in 
the materials inventory and the costs of deterioration and handling are considered 
relevant costs of materials inventory. Where as, VRS Foods also consider cost of power 
as part of holding cost of material inventory like Mother Dairy. However, the overall cost 
of material inventory management is not relevant with all the firms, because the 
possibility and duration of material inventory is small. 
Management of receivables: The private firms have different sales policies depending on 
whether the customer is large or small and a government firm or a private firm. The cash 
sales refer to smaller private firms while the credit sales refer to larger private and all 
government firms. With regard to their private credit customers they apply credit 
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standards based on a one time sale approach and five C's (capital, character, collateral 
capacity and conditions) while VRS Foods and Kwality Dairy also use the same 
standards to screen credit applicants. In order to collect overdue receivables they all send 
reminder, make telephone calls and extend credit periods, and none of them employs 
collection agents or takes legal action. However, the risk of bad debt is very low and none 
of them makes allowances forit. 
6. C.2. Management of working capital fmances 
Sources, costs and influences of working capital financing: Mother Dairy uses the cash 
earned from operations and deposited in its bank's current account as a source of working 
capital financing. The response of the finance manager indicated that, the firm's cash 
balance is not excessive, but enough to pay for the working capital needs. Mother Dairy 
also considers retained earnings, bank overdraft, trade creditors, and accruals as sources 
of financing its working capital investments. The response of the financial manager to 
interview questions indicated that, Mother Dairy uses cash collected from operations to 
finance its working capital investments operations. According to the financial manager, 
price levels of inputs, operating efficiency, seasonality of sales, the firm's credit policy 
and availability of credit do not influence the lovels of short-term financing (See 
Response Table section (6.B.2)). 
Management of working capital finances - comparison of private firms 
Sources, costs and influences of working capital financing All three private firms 
(Mother Dairy, Kwality Dairy and VRS Foods) use cash collected from operations to 
finance their short-term financing needs. However, Kwality Dairy and VRS Foods also 
use short-term debt, bank overdraft, retained earning and accruals. Only Mother Dairy 
reported that its operations result at cash surplus so it does not have any external cost of 
financing its working capital investments. However, the other two firms - Kwality Dairy 
and VRS Foods use bank overdraft loan with annual interest costs of around 9.5% to 
finance their short-term investments in working capital assets. According to the financial 
managers of Kwality Dairy and VRS Foods, the main factors that influence the levels of 
financing of working capital levels are price levels of inputs and sales growth. On the 
other hand, the financial managers of the three-private firms believe that seasonality of 
sales (except VRS Foods), credit policy and availability of credit do not determine the 
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levels short-term financing for working capital investments (see Response Table section 
(6.B.2)) 
6. C.3 Management of working capital operations 
6. C.3.1. Management of purchase operation 
In this section, objective of the study is if Mother Dairy creates value by managing 
working capital operations of purchases. Commercial manager was asked the on the 
firm's purchase policy, purchasing techniques, purchasing activities and costs as well as 
on approaches of contacting, contracting and control of suppliers. For detailed 
information on managing working capital operations with regard to purchases, refer to 
Response Table section (6.B.3.1). 
Purchase policies In order to study the firm-supplier cooperation on purchase operations, 
a sugar supplier is chosen from the firm concern. In the entire cases supplier are selected 
with the concern of main firm for the study of firm-supplier linkages. As sugar, after 
niilk, is one of the main ingredients for many products, therefore, firm's relations with 
sugar supplier are of importance for management. Out of many sugar suppliers, a private 
supplier is chosen, because in case of government supplier many things are not in control 
of firm. 
Mother Dairy purchases its materials on a credit basis with a policy geared towards 
smoothing out production during normal periods of supply, to take care of seasonal 
fluctuations in demand and production requirements, to meet market demand and to keep 
production uninterrupted. According to the commercial manager, the firm's purchase 
policy is also to decrease inventory holding and ordering costs, but not as a sole 
objective. The firm forecasts its materials purchase requirements in order to establish the 
quantity on hand and on order during lead time and to meet its production demands. The 
base that the firm uses to estimate materials purchase requirement is mainly its past 
experience, forecasted sales volume, and management opinion. 
Contacting, contracting and controlling of suppliers Mother Dairy makes efforts to find 
suppliers by getting in contact and describing the materials to potential suppliers. 
According to the commercial manager, the costs of the efforts made to find suppliers are 
significant and therefore relevant for the management. When entering into contract with a 
potential supplier the firm evaluates the proposal and negotiates the agreement and the 
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manager believes that the costs are relevant to attract managerial attention. Overall, 
according to the commercial manager, the costs of contacting, contracting and controlling 
suppliers are relevant to the management. Therefore, management uses approaches like 
choosing the cheapest channel of communication, making its terms of agreement known 
to its suppliers in advance, developing long lasting relationships, managing by trust and 
routine contract agreements but it does not employ lawyers or purchase agents, 
6. C.3.2. Management of sales operations 
In this section purpose of study is if Mother Dairy creates value by managing working 
capital operations of sales. With this objective in mind mangers were asked questions on 
sales policy, selling and distribution techniques, sales activities and costs, approaches of 
contacting, contracting and control of customers. For detailed information on managing 
work) ig capital operations of selling see Response Table section (6.B.3.2). 
Sales Policy According to the firm's commercial manager, Mother Dairy sells its dairy 
products through its outlets all over India. Some products it sells through wholesaler, 
dealer and retailer network. According to the commercial manager. Mother dairy's 
approach to find markets for its products is by getting directly in contact with potential 
customers. The firm sends market investigators to ask shops, restaurants and bars if they 
are willing to buy milk from Mother dairy, where mother dairy outlets are not available, 
which it will bring to their place of business, free of charge. So if they are willing they 
become regular custotners. The firm does not make any other effort like, attending trade 
fairs and exhibitions, advertising products in the public media, distributing free samples 
for promotion or describing the goods to potential buyers. The firm sells on cash basis to 
small customers and on credit basis (using the 5 Cs) to the larger customers and 
government firms. According to the commercial manager, the reason why it makes 
preferential customer treatment is because of the trust factor. He says: "the larger private 
firms and all government firms are highly trusted and will not fail to pay back their debt, 
while the small retail buyers buy small amounts whose collection cost and efforts does 
not warrant the credit selling and may not pay back on time". Its sales objective is to take 
care of regular customer demands. In interview with the commercial manager, it is 
understand that the firm's other sales objective is to dec/'*ase inventory holding costs. It 
forecasts its sales requirements in order to forecast future demand, inventory usage but 
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not to determine the quantity on hand and on order during lead-time and safety stock. The 
firm uses statistically forecasted sales as a base to plan the sales volume along with past 
experience and management opinion but not the opinion of the sales staff. 
Contacting, contracting and controlling customers Mother Dairy contacts its customer 
by directly approaching potential customers. It also negotiates the sales agreement with 
potential customers, including the terms of sale and evaluates the proposed purchase 
terms of its customer. However, the firm does not sign the agreements. Mother Dairy also 
relies on the commitment and trust of its customers. However, according to the 
commercial manage-'s experience tha probability that customers will back down fi-om 
their agreement is none and if partners back down the loss is small and it is not difficult 
to find another customer. Moreover, he believes that the overall costs of contacting, 
contracting and controlling customers are not relevant to the management. Therefore, it 
uses approaches such as making terms of agreement known in advance, developing long-
lasting relationships and routine contract agreements but it does not employ lawyers or 
sales agents. 
6. C.3.3. Management of working capital operations - v.omparison of private firms 
Management of purchase operation The managers of Kwality Dairy and VRS food 
reported that they purchase materials mainly to meet market demand, and to keep 
production running. These firms rarely use purchase policy to decrease inventory holding 
and purchase ordering costs. They all forecast the purchase of materials based on past 
experience and forecasted sales volume; however, Kwality Dairy and Mother Dairy also 
use management opinion. All the three firms purchase on both cash and credit terms. 
The costs of the efforts made to contact, contract and control suppliers are relevant only 
to Mother Dairy. Moreover, the commercial managers of all firms replied that they use 
approaches such as choosing the cheapest channel of communication and making terms 
of agreement known in advance to contact suppliers as well as having routine contract 
agreement with terms known in advance during contracting. They install routine control 
procedures with terms known in advance to both partners as control measures. However, 
none of them employs lawyers or purchase agents to manage the costs of contact, 
contract and control of suppliers (see also Response Table section (6.B.3.1). 
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Management of sales operation All private firms, sell their products to the local market 
while Mother Dairy also exports. The commercial managers of all private firms said that 
the objective of their sales policy is to satisfy customer demands and expand market. The 
objectives of sales policy, to decrease inventory holding and ordering costs and meeting 
seasonal sales requirements are rare for all the firms. All three private firms forecast sales 
based on past experience and also use statistical forecasts while Mother Dairy also use 
management opinion. Only VRS Foods use the opinion of its sales staff to forecast its 
sales. Kwality Dairy and VRS Foods forecast sales in order to estimate future demand, 
while Kwality Dairy also has the objective of forecast quantity on hand and on order. 
The private firms produce for the general market as well as they also produce by the 
order of specific customers. Kwality Dairy and VRS Foods ensure that their customers do 
not back down from their agreement by having a written contract. The firms reported 
from their experience that there is no probability of customers backing down from their 
agreement and the difficulty of getting another customer is small (except VRS Foods). 
All the private firms choose the cheapest channel of communication to contact customers 
and they enter into routine contract agreements with terms known in advance of 
transaction to get into contract and control customers. All firms do not employ sales 
agents or lawyers to facilitate the contacting, contracting and controlling customers. 
Concluding remarks As a result of the data collected through interviews and 
questionnaires it can be concluded that the private firms use relatively better approaches 
to manage the levels of their working capital investment compared to the co-operatives. 
All the firms apply i. credit policy both with their suppliers and customers. However, 
their credit sales policy depends on the trust they have in the customer. The trust depends 
on whether their partner is government or privately owned. Government firms are trusted 
and are offered credit. While, their policy towards private firms depends on the 
experience and the size (using the 5C's as a measuring criteria) of the firms. The more 
positive the experience and the larger the size of the firms the more the possibility that 
the credit applicant will get credit. The private firms are also observed to control the 
holding costs of working capital investment levels more efficiently. They make explicit 
agreements with their suppliers and customers to minimize repetitive contacts and 
contracts, which increases trust in each other and eliminates strict controls. These 
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measures are believed to create value to the firms because they decrease the costs of 
inter-firm transactions and increase revenues. This is substantiated by the fact that all the 
private firms have net profits, net cash inflows and good performance indicators (See 
Response Table section (6.B.3.4). 
6. C.4. Performance evaluation of working capital decision 
Up to this section, it is dealt with the approaches of managing working capital - internally 
applied by the private firms. Here, it is explored if they evaluate the performance of their 
working capital related management decisions, and if they do what type of performance 
measurement criteria they apply. Particularly managers were asked what type of 
performance measurement criteria they use to measure their performance and how they 
evaluate the result of their decisions. For supporting data to this section refer to Response 
Table section (6.B.3.3.) 
Evaluation of the result of their decisions is also done as it is reflected in the firms' ten 
year (1998 - 2007) financial statements. For this, various types of financial performance 
indicators are applied using the approach of ratio analyses. For detailed information on 
financial analyses of working capital decisions, refer to Response Table section (6.B.3.4) 
(Mother Dairy) and 6.B.3.5 (comparative financial analyses of the private firms). 
Performance measurement and evaluation criteria According to the firm's financial 
manager, Mother Dairy evaluates the performance of its working capital decisions by 
comparing the performance of its past with the present, the actual with the expected and 
comparing inter-firm benchmarks. Moreover, as it is indicated in Response Table section 
(6.B.3.3), the financial manager did not indicate any specific accounting based criteria he 
uses to measure the firm's performance. However, the firm uses customer satisfaction 
criteria particularly on quality of products by decreasing defect rates, maintaining higher 
customer retention rates as well as providing higher customer's perceived value of goods. 
Firm improves communication with customer by following the policy of fast delivery and 
response time. Moreover, by taking data from the firm's financial statements, researcher 
computed accounting based performance measurement and evaluation criteria to study 
the firm's financial position. It is divided the evaluation ot Mother Dairy's financial 
performance into threj sections. First, it is studied the investment composition using asset 
structure ratios. Second, the liquidity and short-term financing composition ratios are 
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used to evaluate efficiency of the firm's working capital financing and liquidity position. 
Third, activity and profitability ratios are used to study the firms overall efficiency in 
turning over the working capital assets and generating profit. Response Table section 
(6.B.3.4) contains the financial analysis of working capital decisions referring to Mother 
Dairy's investment, financing and operational performance. 
6. C.4.1. Performance evaluation of working capital investment 
Working capital investment composition In order to find Mother Dairy's investment 
composition, researcher evaluated its financial statement data using asset structure ratios. 
The main asset structure ratio relevant to the study is working capital to total assets and 
its breakdowns, particularly cash, receivables and inventory to working capital ratios. 
Researcher used the terms "inventories and stock" as well as "accounts receivable and 
debtors" inter-changeably. In research literature review the terms inventories and 
receivables are used while empirically it was found that the firms in India use the terms 
"stock" for inventories and "debtors" for accounts receivable. 
Working capital to total asset ratio is expressed in percentages and may indicate the 
extent that the firm uses working capital assets. It can also be used to study if such a 
composition is sound given the nature of the activities the firm is in. Asset structure ratios 
of Mother Dairy for the ten years studied indicate that, on the average 76.53% of total 
investment is in current assets. Taking the global norm of 50% into consideration, this 
working capital to total assets investment ratio is very high. This is a reflection of the 
absence of investments in fixed assets. This working capital to total assets investment 
ratio has increased from a percentage 69% in 2003to as high as 82.3% in 2004 and than 
decreasing onward. (See figure 6.A). Normall>, this is at the expense of expanding 
production capacity by investing in more productive fixed assets in the long-term. 
Therefore, the low production capacity and profit margins experienced by Mother Dairy 
may also be due to this high current asset investment. 
As it is revealed by Figure 6.A, the short-term debt compared to the total assets 
accounted to zero. This implies that the leverage of short-term financing is relatively nil 
in the total assets. Researcher also computed inventory to working capital, receivables to 
working capital and cash to working capital, which on average accounted to 41.2%, 25% 
and 32.8% respectively. 
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F i g u r e : 6.A - Asset Structure a n d C u r r e n t D e b t 
L e v e r a g e - M o t h e r Dairy Pvt Ltd. (1998-2007) 
2003 2004^ 2005 Years 2006 
- • — Current A s s e t s to Total A s s e t s 
- • — Short - term Debt to Total A s s e t s 
Figure 6.B: -Working Capital Investment Composition (%) 
Mother Dairy Pvt Ltd (1998-2007) 
A reference to Figure 6.B reveals that the firm's major working capital investment is on 
inventory, which has moderately increased till 2005 and than decreasing. Inventory is 
followed by cash and receivables. Component of cash and receivables are increasing 
2005 onward. Generally, the composition of inventory in the total working capital assets 
is large (see Response Table 6.B.3.4 and Figure 6-B), which normally implies a warning 
on the policy of working capital management particularly with respect to inventory 
management. Increase in the component of cash is also the signal of bad liquidity 
management. As profitability of Mother Dairy was founo suffering, so it can be 
concluded that increase in cash and receivables component were affecting profitability. 
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Concluding remarks: The analysis of Mother Dairy's asset structure ratios has revealed 
that the firm has excessively invested on working capital whose turnover is very slow 
(see figure 6-E on working capital activity). This implies that it misses both targets of 
minimizing investments in current assets and increasing the activity of working capital 
investments. This indicates that the firm is not doiup well as far as working capital 
investment is concerned. The financial analysis also shows an large proportion of 
investment in inventories, which contradicts with the manager's opinion that inventory 
management is no problem to the firm. Investment in receivables, which is mostly owed 
by related enterprises (other government firms), is not as large, but increasing. Moreover, 
the fact that debtors are related government firms gives less risk of bad debts. However, 
the increase in cash component of working capital is matter of concern for management. 
6. C.4.2. Performance evaluation of working capital financing 
Here, ratios on liquidity and short-term financing composition are used to study Mother 
Dairy's liquidity management and the use of short-term financing sources. Researcher 
analyzed Mother Dairy's short-term financing in order to study how the firm's 
investments are financed and its liquidity pos'tion. Detailed information regarding 
liquidity ratios and short-term financing compositions are indicated in Response Table 
6.B.3.4. 
Liquidity position The ability to pay debts as they fall due and the degree of certainty and 
ease with which an asset is converted into cash is measured using liquidity ratios. The 
liquidity position is analyzed using the current ratio and the quick ratio, which for the ten 
years averaged 1.4 and 0.8 respectively. Which is below the global norm of 2.0 and 1.0 
respectively? As figure 6.C shows, during the study period, the Mother Dairy has 
maintained a more or less constant below the global norm current ratio and quick ratio 
and therefore can be concluded that it does not has satisfactory liquidity position. 
-Liquidity ratios were found lowest in 2005. 
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Figure «>.C: Liquidity Position - IWotiier Dairy Pvt Ltd. (1998-
2007) 
1.6 
1.4 
1.2 
1 
0.8 
0.6 
0.4 
0.2 
0 
2003 2004 Years 2005 2006 
' Current Ratio Quick Ratio 
Short-term financing composition As it is indicated in Response Table 6.B.3.4 and 
Figure 6.D, short-term financing of Mother Dairy is composed mainly of trade creditors 
which accounted on the average 61.3% of the total short-term financing. The remaining 
short-term financing includes other sources, particularly provision for taxation amounting 
to 36% on the average. The factory does not use short-term bank loans, however it uses 
bank overdraft and accruals to finance its working capital investments (see also figure 
6.D). Use of creditor > as a source of short-term financing is in increasing mode. 
Figure 6.D: Short-term Financing Connposition - Mother Dairy 
Pvt Ltd. (1998-2007) 
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6. C.4,3. Performance evaluation of Working capital operations 
Activity and profitability ratios are used to study how efficient and profitable Mother 
Dairy's investments and operations are managed. 
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Operational efficiencies of working capital activities It was targeted to know how 
efficient the management of Mother Dairy turns over each type of worlcing capital 
element. Researcher measured the operational efficiency of working capital activities 
using activity ratios including inventory turnover, receivables turnover and overall 
working capital turnover. The turnovers are also converted to average days they are held 
before they are sold (inventory) and collected (receivables). Inventory turnover indicates 
the rapidity with which inventory is turned over to cash through sales. Inventory turnover 
of Mother Dairy for the study years indicates that annual cost of goods sold is on the 
average 8.5 times average inventory. This implies inventories were held an average of 51 
days. Receivables turnover measures the number of times credit sales or receivables is 
turned over to cash. The firm's average receivables indicate that an annual sale was 13.8 
times average receivables or 31 days accounts receivable held uncollected. Overall 
working capital turnover measures the capacity of working capital to generate sales 
volume and was 3.2 times average current assets. As Figure 6.E clearly shows the firm's 
working capital turnovers are increasing during the years of study. All the turnovers are 
found satisfactory and according to the global norms of agribusiness industry, this 
indicates the efficient management of the working capital activities of the Mother Dairy. 
In 2005, inventory turnover improved, however, receivables and working capital turnover 
decreased. It indicates that cash collection efficiency of Mother Dairy reduced in 2005, 
however, production efficiency improved. 
Concluding remarks Research activity analysis shows a very good inventory and 
receivables turnover and short periods of inventory and receivables held. The above 
analysis of working capital turnovers indicates that all types of current assets turned over 
at good speed. These turnovers also reveal the firm's efficient inventory management, 
existent of receivable collection policy, good sales as a result of encouraging sales policy 
and high levels of production capacity. These aspects indicate that the firm is doing 
satisfactory as far as the decision related to the management of working capital activities 
is concerned. 
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Figure 6.E: Working Capital Activity - IVIother Dairy Pvt Ltd. 
(1998-2007) 
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Overall profitability Researcher has analyzed profitability ratios, in order to assess the 
profitability of Mother Dairy's operations. These ratios relate the firm's operating and net 
profits to sales as well as net profits to total assets and respectively include, operating 
profit margin, net profit margin and return on total assets. As Response Table 6.B.3.4 
shows, the firm's average operating profit margin amounted to 0.78%, net profit margin 
was -0.3% and the return on assets -0.76%. It can also be observed from Figure 6.F that 
the firm has a very week profit position. On the other hand, the firm has the ability to 
purchase raw materials at favorable terms, efficient utilization of plant and machinery 
and lowering cost of production. The firm's relatively more efficient management of its 
backward linkages could have also contributed for high profitability. One of the reasons 
for the low or negative profitability for the Mother Dairy was that during 2003, it was 
putted in expansion and divided into two firms, due to which cash out flows of large 
volumes took place. Moreover, a reference to Figure 6.F indicates that the profitability 
ratios have been decreased sharply during 2004. 
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Figure 6.F: Operat ing Profitability - IVIother Dairy Pvt Ltd. (1998-
2007) 
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Cashflow analysis It can be observed from table 6. A that the net cash inflows of Mother 
Dairy except for 2004 ended at positive balance. It can moreover also be observed that 
the changes in working capital assets (stocks) had an average negative impact on the net 
cash fiow and while the changes in debtors and creditors had positive effect. The fact that 
the overall net cash flow ended up at a positive average implies also that the major 
sources of cash for the firm were items other than, debtors and creditors, implying that 
these items did not make much contribution to the net cash inflows of the firm. Maximum 
annual percentage effect on net cash flows was of inventory and other items. 
Table: 6.A - Casli Flow Analysis - Mother Dairy Pvt Ltd. (Figures in Crores 
A. Annual Net Cash Flow 
B. Net Cash Flow to Total Assets 
C. Annual Changes 
Increase (-), Decrease; Stock* 
Increase (-), Decrease: Debtors* 
Increase, Decrease (-): Creditors** 
D. Annual Percentage Effect on NCF 
Increase (-), Decrease: St jck* 
Increase (-), Decrease: Debtors* 
Increase, Decrease (-): Creditors** 
Others 
•(Yearl-year2), **(Year2-Yearl) 
Dec-03 
142.07 
28.80 
-47.46 
-26.02 
29.14 
-33.40 
-18.31 
20.51 
31.20 
Dec-04 
-46.3 
-10.2795 
-115.54 
48.95 
7.8 
249.5464 
-105.724 
-16.8467 
-126.976 
Dec-05 
3.84 
0.70816 
162.23 
-13.2 
-13.46 
4224.74 
-343.75 
-350.521 
-3530.47 
Dec-06 
36.46 
8.210787 
) 
Average 
34.0175 
6.859982 
-0.25667 
3.243333 
7.826667 
1480.293 
-155.929 
-115.619 
-1208.75 
6. C.4.4. Working capital performance - comparison of private dairy firms 
In order to study the impact of management's decisions on the private firms' investments, 
financing and operations, relevant ratios have been computed from the firms' financial 
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statements. For more information refer to Response Tab'e 6.B.3.3 for comparative 
performance measurement and evaluation criteria applied by the private firms and 
Response Table 6.B.3.5 for comparative accounting based performance evaluation. 
Performance measurement and evaluation criteria According to their financial 
managers, the private firms evaluate their performance of working capital investment 
decision by using a comparative analysis of past versus present, actual versus expected 
and using inter-firm bench marks. Moreover, all the firms reported that they uses almost 
all the accounting and customer satisfaction measures of performance other than 
minimizing cost. The computation of the firms' accounting based performance evaluation 
reveals the following results. 
Investment Here research compares asset structure ratios of the three private firms. The 
average composition of current assets to total assets revealed 76.5% for Mother Dairy, 
42.5% for Kwality Dairy, 56.1% for VRS Foods. The average working capital investment 
composition on inventories, receivables and cash respectively shows 41.2%, 24.9% and 
32.9% for Mother Dairy, 
48.6%, 44.6% and 1.8% for Kwality Dairy, and 48.6%, 43.9% and 7.4% for VRS Foods. 
It could be observed from the above information on current assets to total assets and 
working capital investment composition that Mother Dairy has the highest (76.5%) 
current asset composition, 41.2% of which is invested in inventories. The second to 
Mother Dairy current asset composition is VRS Foods with 56.1% of total assets invested 
in current assets out of which 48.6% is on inventories. Maximum composition for 
inventory is for Kwality Dairy and VRS Foods, for receivables is Kwality Dairy and for 
cash is Mother Dairy. 
Financing the overall financing management of the private firms is analyzed using 
liquidity ratios, particularly current and quick ratios. The current and quick ratio positions 
respectively for the private firms show an average of 1.4 and 0.8 for Kwality Dairy 1.2 
and 0.55 for VRS Foods, 2.1 and 0.98. As it was mentioned earlier in this chapter the 
current and quick ratios for Mother Dairy were respectively 1.5 and 0.786. Kwality Dairy 
has recorded the lowest liquidity position while VRS Foods is the most liquid private 
firm and the only firm meeting global standards. 
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The average working capital financing composition of trade creditors, short-term bank 
loans, bank overdrafts and others accruals respectively shows 61.3%, 38.6%, for Mother 
Dairy, 60.3%, 39.6%, for Kwality Dairy and 70.8%, 29.2% for VRS Foods. Trade 
creditors (which includes credits to related firms) is observed to be the main source of 
finance while the short-term bank loans is then least used in all the private firms. 
Operations Profitability and activity ratios are used to study a firms' efficiency of its 
overall operations. The average activity ratios - inventory, receivables and working 
capita! turnovers respectively revealed 15.7, 19.6 and 3.9 for Kwality Dairy, and 13.3, 
11.3 and 4.9 for VRS Foods. As it has been indicated earlier the inventory, receivables 
and working capital turnovers for Mother Dairy were 8.5, 13.8 and 3.23 respectively. The 
inventory and receivables turnovers for Kwality Dairy indicates highest ratio. Otherwise, 
VRS Foods scored the highest while the other two private firms have relatively low 
working capital turnovers. 
Profitability (operating profit, net profit and return on assets) ratios for the study years 
averaged respectively -13.4%, -17.05% and -11.11% for Kwality Dairy, 3.8%, 1.7% and 
4.9% for VRS Foods. The operating profit, net profit and return on assets for Mother 
Dairy were 0.77%, -3.16% and -0.765% respectively. VRS Foods is found to be the most 
profitable firm during the study years. The other two private firms reported average 
negative returns for the years of study. 
Cashflow analysis Comparison of net cash flows of the three private firms revealed that 
all had experienced positive net cash flows on the average during the years because both 
the working capital assets have showed an increasing trend. The largest impact on net 
cash flows for Kwality Dairy was by debtors followed by creditors, and for VRS Foods 
was by the stocks followed by debtors and creditors. 
Concluding remarks Comparing the private firms' average composition of current assets 
in the total assets with the global norm of 50% gives a clear indication that their major 
investment is in current assets. As, researcher has understood from the interviews with 
the firms' managers this is because of the nature of the out put products of the industry. 
More than 48% of the investment in working capital for all the firms, (except for Mother 
Dairy) is on inventcries. Mother Dairy has the highest currant asset to total asset ratio 
(76.5%). 
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The liquidity ratios indicate that all transition firms except VRS Food face liquidity 
problems because both current and quick ratios are well below the acceptable global 
norm of 2 for current ratio and 1 for quick ratio. It is also observed that Kwality Dairy, 
which has the lowest current to total asset ratio, has also the lowest current and quick 
ratios. This implies that the excessive current asset investment is financed with long-term 
liabilities and that the firm may not face liquidity problems in short period. The analyses 
of the working capital activities indicate that all the firms have good inventory, 
receivables and overall working capital turnovers. 
The implication of this is that the firms are holding their inventories and receivables for a 
short period, which is a sign of efficiency in working capital management. As for the 
profitability ratios, two out of the three firms reveal that they experienced losses and 
ended up at a negative return on assets during the study years. 
6. D. Managing working capital externally - supplier and customer linkages 
This section explores if the private firms have proper inter-firm co-operation on the 
primary activities on both the supplier side and the customer side. With this objective in 
mind firms' financial and commercial managers are asked if and how they co-operate 
with their supplier and customer linkages on the primary activities as well as on purchase 
and inventory management. Then it is asked what benefits they get as a result of their co-
operation or why they do not co-operate. First, researcher reviews the response of one of 
the private firms - Mother Dairy and compares the responses of the private firms. Then 
the responses of the suppliers and customers are examined. For detailed information on 
management of working capital externally and inter-firm co-operation, see Response 
Table section (6,C.l) - for the responses of firms on firm-supplier co-operation section 
(6.C.1.1) and firm-customer co-operation section (6.C.1.2), Response Table section 
(6.C.2) - for response of suppliers and Response Table section (6.C.3) - for responses of 
customers. 
6. D.l. Co-operation between Firm-supplier 
6. D.1.1 Response of the main firm - Mother Dairy 
The objective of studying firm-supplier co-operation in this section is to know if 
Mother Dairy creates value by co-operating with its suppliers so that it decreases costs of 
inter-firm transaction relation by managing supplier linkages. Firm's managers are asked 
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if and how they co-operate on primary activities including purchase and materials 
inventory management and what benefits they get as a result of their co-operation or why 
they do not co-operai'.e. 
Firm-supplier co-operation on primary activities 
According to the commercial manager, the primary activities that Mother Dairy strongly 
co-ordinates with its supplier include, inbound activities (shipment, storing and material 
handling), and production operation (product testing, facility operations and timely 
availability of raw material). However, it has weak suppliers' co-operation with its 
suppliers on activities related to marketing and sales (except value evaluation of delivery 
of inputs) and after sale services (product adjustment). 
Firm-supplier co-operation on purchase and inventory management 
Mother Dairy co-ordinates its materials purchase and inventory management with 
suppliers by specifically agreeing on the quality and quantity of materials to be 
purchased, the terms of transportation as well as supplying the materials purchased just in 
time o^r production. 
However, the firm's co-operation policy is only with selective suppliers because the 
commercial manager believes it is not beneficial to co-operate with all suppliers. In 
addition to this some suppliers also lack the willingness to co-operate. Moreover, the 
financial manager does not believe that this co-operation reduces the cost of inventory 
ordering and carrying, the time and cost of purchasing materials but it helps in creating 
firm-supplier trust. 
Moreover, according to the commercial manager, this results in a mutual benefit and two 
way co-operation between Mother Dairy and its suppliers. As milk suppliers of Mother 
Dairy are co-operatives that come under the supervision of NDDB as well as Mother 
Dairy. As both are linked to each other through NDDB, it helps them in maintaining co-
operation with each cither. 
Concluding remarks Mother Dairy is co-operating with its milk suppliers because both 
are connected to each other through NDDB, so, they have vested interest in supplying 
milk to the firm. For the supplier selected for study firms co-operate but there is not well 
defined policy from management on this issue. Some time co-operation is also based on 
the nature of the dairy product and specific need of the dairy sector. Co-operation helped 
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the firm and its suppliers to remain closely linked and minimize the cost of the firm's 
contact, contract and control and are more profitable. 
6. D.1.2 Firm-supplier co-operation - comparison of private firms 
Firm-supplier co-operation on primary activities Mother Dairy, Kwality Dairy and VRS 
Foods replied positively to firm-supplier co-operation on primary activities (see Response 
Table section (6.C). They reported that they co-operate with their suppliers on inbound 
activities (shipment, storing and material handling) and production operations (product 
testing, facility operations and timely availability of raw material). However, all private 
firms have weak suppliers' co-operation with its suppliers on activities related to 
marketing and sales (except value evaluation of delivery of inputs) and after sale services 
(product adjustment). 
Firm-supplier co-operation on purchase and inventory management 
Mother Dairy, Kwality Dairy and VRS Foods co-ordinate their materials purchase and 
inventory managemsnt with suppliers by specifically agreeing on the quality and quantity 
of materials to be purchased as well as supplying the materials purchased just in time for 
production. Moreover, the commercial managers of the entire private firms also believe 
that the firms co-operate with their suppliers on Quality and quantity of materials. Time 
O'ust on time basis) and the terms of transportation. However, as a result of its co-
operation kwality Dairy and VRS Foods replied that they gets benefits such as decrease 
cost ordering materials, decrease the time needed to purchase materials and costs of 
ordering and purchase as well as in creating inter-firm ti -st. 
Where the firms are not co-operating with their suppliers they replied that it is because 
the firms themselves do not have the specific policy and their suppliers have not 
developed the business culture of co-operation. The commercial managers of kwality 
Dairy and VRS Foods reported that they have selective policy because they do not see the 
benefit of co-operating with all their suppliers. 
Concluding remark It is concluded from the findings of the private firms' management 
of working capital operations and levels that it takes time for private firms to fully 
develop the efficiency and supplier linkages exemplified by private firms. It is observed 
that all the private firms do not have any specific policy regarding co-operation with 
suppliers. Firms co-operate with the suppliers in their transactions, but some time it is the 
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due the nature of operations of dairy industry. For some specific transactions particularly 
incase of milk procurement firms have no option but to co-operate on certain grounds. 
Firms are not experiencing large benefits of co-operation due to its unplanned nature. But 
it is the feeling of all that firms can gain benefits by working on this dimension. 
6. D.1.3. Response of supplier 
In order to answer external part of the question 3(b) of the second practical research 
question "In what way selected private agribusiness (Dairy) firms in the manufacturing 
sector in India manage their firm-supplier linkages", researcher had to find the response 
of their suppliers. Firm-supplier co-operation was evaluated on primary activities and on 
sales and inventory management as well as related benefits or the reasons for non co-
operation. Supplier evaluation of firm efficiency is also studied. So, researcher 
approached the commercial manager of a sugar company, who is not bound to supply to 
Mother Dairy by any contract but by mutual concern they have agreement to supply sugar 
to Mother Dairy. Study of an independent supplier is targeted to know the actual status 
co-operation with firm. 
Firm-supplier co-operation on primary activities The commercial manger of sugar 
company believes that the two firms do not co-operate on the primary activities like 
production operations, outbound activities, marketing/sales and after sales service. But he 
agrees that two firms co-operate on order processing as a part of outbound activities. 
Firm-supplier co-operation is also observed product adjustment in after sale services. 
Moreover, the farm manager is not satisfied with the purchasing system of Mother Dairy. 
He says that: "the Mother Dairy's buying price is low and does not give transportation 
services, like other firms." 
Firm-supplier co-operation on sales and inventory management The supplier of 
Mother Dairy does not believe that it efficiently co-operates its sales and inventory 
management with its customer. The only co-operation reported is on credit transactions 
without discount and in providing goods when just needed but not on exchanging skilled 
staff, credit transaction with discount. The commercial manager is therefore not satisfied 
with the purchase, shipment and transportation system of Mother Dairy. The manager 
believes that this lack of co-ordination is mainly because Mother Dairy has not developed 
the business culture of coordinating its inventory and purchase activities. However, he is 
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of the opinion that, it is not because the sugar company does not have the specific policy 
on customer co-operation or that it does not see the benefit of closely co-operating with a 
specific customer. Moreover, the limited co-operation helps in decreasing the time need 
to sell and the costs of selling goods, but it does not help to minimize the costs of 
transportation. 
Supplier assessment of firm efficiency The manager's opinion is that Mother Dairy is 
efficient in its payment habits. However, it is less efficient in its marketing approach and 
purchase order processing. The Sugar Company and Mother Dairy exchange special 
services most frequently on product quality and less frequently on employee training. 
Generally, the sugar manager believes that the co-operation between the two firms is not 
good mainly because Mother Dairy is inefficient in providing transportation, storage and 
customer treatment. 
Concluding remarks Unlike what the commercial manager of Mother Dairy claims, (that 
it fiilly co-operates with its suppliers on purchasing and materials inventory 
management), the opinion of its supplier tells us a different story. The firm's purchasing 
and inventory management is geared totally in favor of the factory. Because every firm 
wants to maximize its profit without considering the others, therefore they only want to 
co-operate where they are being benefited, other wise thej don't co-operate. 
6. D.1.4. Firm-supplier co-operation - comparison of suppliers of privatized firms 
In order to get a comparative response of firm-supplier linl- ages, researcher approached 
the suppliers of the Kwality Dairy and VRS Foods. Selection of the suppliers is done with 
the main firm opinion but it should be independent in supplying and should not bind to 
supply by any board or law. These suppliers include Kwality dairy supplier - supplier of 
Kwnlity dairy and supplier of VRS foods - supplier of VRS foods. The responses of the 
two suppliers follow and for more information refer to Response Table section (6.C. 1.2). 
Firm-supplier co-ordination on primary activities Only the supplier of Kwality Dairy 
replied that the two firms co-operate on outbound activities particularly, order processing 
and delivery vehicle operations. VRS Food's supplier stated that two firm co-operate on 
order processing only. Otherwise, both suppliers replied that they do not co-operate on 
other primary activities such as outbound activities, production operations or after sale 
service (Except product adjustment). 
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Firm-supplier co-operation on sales and inventory management: The suppliers of 
private firms do not believe that they co-operate their sales and inventory management 
with their customers. The only co-operation reported is on credit transactions without 
discount and providing with goods when just needed by the customer but not on 
exchanging skilled staff. The suppliers believe that this lack of co-ordination is mainly 
because the private firms do not co-operate. However, their opinion is that, it is not 
because they do not have the specific policy on customer cooperation or that they do not 
see the benefit but each firm want to maximize own profit without considering the role of 
the other firm in its operations. Therefore there are problems due to lack of co-ordination. 
Moreover, the limiteci co-operation helps them to decrease the time needed to sell and the 
cost of selling goods and carrying inventory as well as it assists in creating inter-firm 
trust. 
Supplier assessment of firm efficiency Both suppliers of Kwality Dairy and VRS Foods 
agree that the firms are efficient on their processing purchase orders, bilateral 
comnanication, and payment habits. However, it is only the supplier of Mother Dairy 
who believes that the firm is efficient in using the supplier services also. 
Concluding remarks As a result of the interviews conducted and questionnaire responses 
received from the suppliers of the Kwality Dairy and VRS foods, it is concluded that the 
firms have differing policy on firm-supplier co-operation. Mother Dairy keeps its firm-
supplier linkages using adversarial strategy, a typical character of a government or 
monopoly firm. While, Kwality Dairy co-operates with its supplier on an equal footing 
using collaborative tactics. Therefore, the supplier of Kwality Dairy is much more 
satisfied and willing fo co-operate in the future compared to the supplier of Mother Dairy. 
A clear indication is found that the firm-supplier linkage of Mother Dairy is temporary 
because of Mother Dairy's non co-operation on providing transportation, storage and 
customer treatment. 
6. D.2. Firm-customer linkages 
In order to study how efficient private firms manage their customer linkages researcher 
asked their commercial managers about what and how they co-operate on primary 
activities, sales operations and inventory management. It was also inquired on the 
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benefits the private firms get as result of their co-operation or why they do not co-operate 
and whether the firms assess their customers' opinion. 
6. D.2.1. Responses of the central firms - Mother Dairy 
This section deals with the firm-customer co-operation from the point of view of Mother 
Dairy. For more information refer to Response Table section (6.C.1.2). 
Firm-customer co-operation on primary activities According to the commercial 
manager, the primary activities that Mother Dairy strongly co-ordinates with its 
customers include, production operations (packaging, assembling, product testing and 
facility operations), outbound activities (delivery vehicle operations, materials handling 
and order processing as well as finished goods warehousing). Its customer co-operation 
also includes on marketing and sales particularly with respect to the advertising, 
promotion and sales channel selectio i but not with respect to sales force. The factory has 
weak inter-firm co-operation with its customers in all activities related to after sale 
service (product adjustment). 
Firm-customer co-operation on sales and inventory management According to the 
commercial manager of Mother Dairy, the firm co-ordinates its sales and inventory 
management with customers by specifically agreeing on the transportation terms, quality 
and quantity of goods to be produced and sold on the basis of just in time. According to 
the financial manager the benefits that the firm gets is in-reasing sales and create trust of 
your supplier but the co-operation does not help in minimizing the cost of transportation 
or the cost of carrying inventories. 
Customer assessment The firm gets the feedback of customer's opinion on the quality of 
its products and services by allowing them to return any product with inferior quality and 
making strict quality control at the production floor. But it does not make periodic 
assessments on customer opinion. 
Concluding remarks As much as it dominates the supply market Mother Dairy more or 
less dominates the demand market. There are few big milk processing companies in the 
country, which can effectively compete with the mother Dairy in supplying milk and milk 
products. However, it is found that the emergence of big milk processing factories and 
the black market of direct sales of milk to consumers by the milk producers have exerted 
enough pressure on the Mother Dairy. This has motivated the factory to co-operate with 
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its customers on primary activities, particularly transporting to their place of business and 
allowing credit to its larger customers. 
6. D.2.2. Firm-customer co-operation - comparison of private firms 
Firm-customer co-operation on primary activities The managers of Mother Dairy, 
Kwality Dairy and VRS Foods responded that they stroi.^ly co-operate with customers on 
production operations (particularly - packaging, assembly product testing and facility 
operations) as well as on outbound activities (such as materials handling, delivery vehicle 
operations and finished goods warehousing). Kwality Dairy and VRS Foods co-operates 
on the after sales services particularly with respect to product adjustment. The private 
firms have weak co-operation with customers in all activities related to marketing and 
after sale service. 
Firm-customer co-operation on sales and inventory management According to the 
commercial managers of Mother Dairy and Kwality Dairy and VRS Foods, they 
cooperate with their customers on sales and inventory management. They specifically 
have mutual agreements on the transportation terms, quality and quantity of goods to be 
produced and sold on the basis of just in time. According to their financial managers the 
benefit that the firms get is increasing sales but the co-operation does not help to 
minimizing the cost of transportation or the cost of carrying inventories. According to the 
commercial manager of private firms the weak firm-customer co-operation, where it is, is 
because the firm does not have the policy and because it does not see any benefit in co-
operating with a specific customer. In addition to this customers have not developed the 
business culture of coordinating their management with suppliers. 
Customer assessment All three private firms get the feedback of their customers' opinion 
on the quality of products and services by allowing their customers to return any product 
with inferior quality and making strict quality control at the production floor. Kwality 
Dairy and VRS Foods reported that they also make periodic assessments of their 
customer opinion. However, none of the private firms allow its customers to pay only if 
the products are as per their expectation. 
Concluding remarks Comparatively, Kwality Dairy and VRS Foods have numerous 
competitors, so both have demonstrated remarkable signs of competition to satisfy the 
demand of their customers by developing firm-customer linkages. The managers of both 
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firms believe that they co-operate with their customers on the primary operations 
particularly, outbound activities and in some areas of production operation like 
packaging. However, Mother Dairy is the biggest milk producing company in the country 
this has enabled it to dominate the market as a result of which it does not bother to create 
strong firm-customer co-operation. 
6. D.2.3. Response of customer -
In order to find out and analyze the views of the customers of the private firms, 
interviews were made and structured questionnaires distributed to their customers. In this 
section researcher study the firm-customer co-operation of Mother Dairy from the point 
of view of one of it5 main customers - Customer of Mother dairy. Search is for specific 
co-operation on the customer's primary activities, purchase operations and inventory 
management. It will also be tried to review the customers' opinion on the benefit that 
they get as a result of their co-operation with the private firms or the reasons why they do 
not co-operate. Finally, it is to study the customer evaluation of firm efficiency. For 
detailed supporting information, see Response Table section (6.C.2). 
Firm customer co-operation on primary activities Accordmg to the owner manager of 
Customer of Mother dairy, Mother Dairy co-operates only on inbound activities 
particularly order processing, materials handling and delivery vehicle operation or 
transportation. The two firms do not co-operate in all the other primary activities, such as 
production operations (except packaging, product testing and facility operations). But 
there is a co-operation on advertising, and promotion, while no co-operation on after 
sales service (except for product adjustment). 
Firm-customer co-operation on purchase and inventory management 
According to the owner-manager of Customer of Mother dairy, the only purchase related 
co-operation is on credit transaction without discount and providing goods when just 
needed. The two firms do not co-operate on other activities such as exchanging skilled 
staff, credit transaction with discounts. Hence the owner-manager of Customer of Mother 
dairy believes that there are no benefits such as the decrease in the time and cost of 
purchasing or decrease in the holding costs of inventory. He also believes that this lack of 
inter-firm co-operation does not enhance the creation on inter-firm trust. 
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According to the manager of Customer of Mother dairy the weak inter-firm co-operation 
is because Mother Dairy has not developed the business culture of co-ordinating its 
management policy with its customers. However, it is not because Customer of Mother 
dairy does not have the specific policy or that it does not see the benefit of closely 
working with a specific supplier. The owner-manager of Customer of Mother dairy says 
that: "Mother Dairy was co-operative developed by NDDB in 1974 under operation flood 
and it has been and also presently major milk processing firm so most of the firm dealing 
with milk products were/are its customer". 
Customer assessment of firm-efficiency The manager of Customer of Mother dairy rates 
Mother Dairy as very efficient in its cash collection habits, in sales processing, 
impartiality with other buyers, explanation to inquiries and delivery. She has also rated 
the factory as efficient in product quality and bilateral communication. However, the 
manager believes and that the factory is less efficient in minimizing the costs of its 
products, in using customer services and in its marketing approach. 
Concluding remarks: From the point of view of the owner-manager of Customer of 
Mother dairy, the inter-firm co-operation of Mother Dairy on most of the primary 
activities, purchase operations and inventory management is weak. The owner manager 
blames Mother Dairy for not having the proper policy of inter-firm co-operation and 
traces the cause to the fact that Mother Dairy is dominating the market and not doing 
much in trying to satisfy its customers. 
6. D.2.4. Firm-customer co-operation - comparison of customers of private firms 
Firm-customer co-operation on primary activities According to the opinion of their 
customers the private firms co-operate on the inbound activities particularly on order 
processing and delivery vehicle operation. Customers of Kwality Dairy and VRS Foods 
stated that firm co-operate on storing also as inbound activities. It is only Mother Dairy, 
which according to the opinion of its customer, that cc operates on materials handling 
also. There is no co-operation on primary activities such inbound activities (other than 
those mentioned above), production operations (other than packaging, product testing and 
facility operation). Customer of all private firms mention the co-operation marketing 
(Advertising, promotion and sales force) but not in sales or after sales services (except 
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product adjustment). Customer of Kwality Dairy and VRS Foods also mentioned the co-
operation in Sales/pi.rchase channel selection in marketing. 
Firm-customer co-operation on purchase and inventory management According to the 
opinion of the customers, the only activity related to purchases that all private firms co-
operate with their customers is in granting credit without discount and providing goods 
when just needed. The customers also believe the cause for the weak inter-firm co-
operation is that the private firms have no policy of co-operating their management 
policies with that of their customers. 
Customer evaluation of firm efficiency The customers believe that the firms are efficient 
in their cash collection (other than Kwality Dairy), delivery, product quality, impartiality 
with other buyers and bilateral communication. The customer of Kwality and VRS Foods 
also believe that the firm is efficient in sales processing and explanations to enquiries 
(other than VRS Foods), while the customer of Kwality Dairy believes that its supplier is 
efficient in its familiarity with customers' needs. However, customers agree that the firms 
are less efficient in their marketing approaches (other than Mother Dairy) and in using 
customer services. 
Concluding remarks Overall, the customers reported that the firm-customer coordination 
of the private firms is limited only to the inbound activities, which includes order 
processing, materials handling and transportation. Moreover, the customers revealed that 
they are not satisfied with the way the private firms are handling their firm-customer 
relations. Main reason found for this is that Mother Dairy has been transferred from a co-
operative monopoly to a private monopoly, which has motivated the firms not to have 
sufficient interest in their firm-customer linkages. 
6. E. Conclusions 
In this chapter researcher presented the empirical data analysis of managing working 
capital internally of Mother Dairy's, its supplier linkage with supplier of Mother Dairy 
and its customer linkage with Customer of Mother dairy. A comparative data analysis of 
working capital management is also made among the three private firms - Mother Dairy, 
Kwality Dairy and VRS Foods. 
The role of working capital management The managers of Mother Dairy and Kwality 
Dairy believe that managing working capital levels and operations can have a major role 
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in the creation of firm value. As a result they reported that it takes a lion share of their 
time for which they are fully empowered. The private firms have more or less identified 
their policy on how to manage their working capital levels and operations, which they all 
claim is tailored towards generating profit by increasing sales and decreasing costs. 
However, problems are still observed in the speed by which the private firms adapt to the 
culture of co-operative business management. 
Working capital investment and financing It is find that the private firms have no very 
clear and specific policy of managing the levels of working capital investment and 
financing. As a result all firms except VRS Foods ire in a serious problem of liquidity. 
They all have negative net cash flows that they finance with a bank overdraft, the annual 
interest cost of which is a sizable proportion of their total costs. Given that Mother Dairy 
and Kwality Dairy made losses and the other firms made marginal profits, it would have 
been a good signal for them to change the management of their working capital levels 
and operations, which they did not. Their level of receivables is increasing mainly 
because of the slow paying related (government) enterprises, while inventory balance is 
increasing due to mainly low sales. The cumulative effect of this lack of policy is the 
increase of both bank overdraft and creditors. Management has less motive for reducing 
the investments in working capital levels or minimizing the cost of short-term financing. 
This has greatly affected the efficiency of the firms in managing internal working capital 
levels of investment in cash, receivables and inventories. The objective of cash 
management of all the private firms is to take care of routine transactions. They are not 
having excess liquidity (other than Mother Dairy) for working capital purposes and 
therefore, investment capacity is not available at large. As a result, they don't have very 
large finished goods inventory in order to bother about its costs. They credit only to its 
larger customers. In the absence of financing capacity for both working capital and fixed 
capital investment, managers are concentrating on controlling the costs and physical 
safety of their existing investments and financing sources. 
Working capital operations The management of the firms working capital operations 
was restricted to the application of clerical procedures of purchasing and selling. Analysis 
of purchase and sales operations however showed that there is no mechanism of 
enhancing the contact, contract and control aspects of purchase and sales operations. 
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Evaluation of managing working capital internally Study of performance evaluation has 
indicated that most private firms evaluate their performance by comparing their past with 
the present and actual with the expected. However, they neither compare their 
performance with their competitors nor do they use inter-firm benchmarks to compare 
their performance with other firms in their industry. They apply communication based 
particularly having the policy of fast delivery time and fast response time to satisfy their 
customers. All private firms have a policy to improve the quality of their products. 
Kwality Dairy and VRS Foods evaluate their liquidity, working capital activity and 
investment composition as well as their profitability. AM the firms have the policy of 
customer satisfaction based, accounting based performance evaluation and determinants 
of firm's performance. 
Financial analysis showed that the firms have differing liquic'ity position. Kwality Dairy 
has liquidity problems; Mother Dairy is marginally liquid while VRS Foods has no 
problem of liquidity. Investment in current assets is modest for Kwality Dairy and VRS 
Foods, but excessive for Mother Dairy. All profitability ratios (operating profit, net profit 
and return on assets) for VRS Foods are positive while that of Kwality Dairy and Mother 
Dairy shows negative levels except for operating profit margin. 
Inter-firm co-operation The management of working capital externally of private firms' 
on supplier linkages showed that Mother Dairy controls its supply market and keeps its 
suppliers by controlling their supply line. Kwality Dairy and VRS Foods have a very 
competitive supply market and is establishing closer firm-supplier linkages. The private 
firms' customer linkages show that Mother Dairy still dominated their local market while 
Kwality Dairy and VRS Foods are facing competition. All the firms have small 
customers as well as specific and big customers. While Mother Dairy also exports. 
The responses of suppliers and customers are also obtained lo study how they perceive 
the private firms' management of working capital operations and levels externally. 
Mother Dairy keeps its firm-supplier linkages using adversarial strategy, a typical 
character of a government or monopoly firm. While, Kwality Dairy co-operates with its 
supplier on an equal footing using collaborative tactics. Therefore, the supplier of 
Kwality Dairy is much more satisfied and willing to co-operate in the future compared to 
the supplier of Mother Dairy. A clear indication is found that the firm-supplier linkage of 
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Mother Dairy is temporary because of Mother Dairy's non co-operation on providing 
transrortation, storage and customer treatment. 
The supplier of the Kwality Dairy reported that he is happy with regard to the inter-firm 
co-operation on transportation of the products but that he had reservations on other issues 
such as co-operation on credit facilities and inventory storage. Researcher also 
approached customers and they responded that their inter-firm co-operation with the 
private firms on their primary operations is weak. The customers believe that the cause 
for not co-operating is because the private firms have not developed the business culture 
of co-ordinating their management policies with their customers. 
Moreover, the empirical findings show that the business practices of private firms are not 
completely differentiated from government firms. The internal management of their 
working capital levels and operations as well as external management of supplier and 
customer linkages clcsely resemble that of government firms. Main reason for this is lack 
of tough competitioii in dairy sectoi- so that the private firms should think on this 
dimension. In addition to this, the government policy on market liberalization has not 
encouraged for new entrants in the market. 
The private firms' supplier and customer co-operation is very unsatisfactory from their 
supplier and customer points of view. Both linkages reported that there are few activities 
that the firms co-ordinate in their supplier-customer linkages. Moreover, the customers 
revealed that they are not satisfied with the way the pri\'ate firms are handling their firm-
customer relations. Main reason found for this is that Mother Dairy has been transferred 
from a co-operative monopoly to a private monopoly, which has motivated the firms not 
to have sufficient interest in their firm-customer linkages. 
Overall findings reveal that the private firms are improving their working capital 
management. Employing management with academic and practical experience, the use of 
proper technology and enhancing market competition determine the firms' efficiency and 
value creation. 
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Response Table to Chapter Six - Private Dairy Firms 
Section (6.A) - Overall Working Capital Manasement - Main Firm Response 
Firms 
Mother Dairy Pvt. 
Ltd. 
Kwality India Pvt 
Ltd 
VRS 
Foods 
A. Finn's policy of worki ^z capital management 
To increase sales 
To decrease costs 
To remain liquid 
To generate profit 
To keep smooth operation 
5 
4 
4 
3 
4 
5 
3 
4 
3 
5 
2 
2 
3 
2 
5 
B. Constraints In achieving working capital policy 
Product demand 
Short-term financing 
Fixed capital investments 
Market (Raw Material) 
Production capacity 
Working capital investments 
Fixed capital financing 
Lack of skilled labour 
3 
5 
2 
3 
3 
4 
3 
4 
3 
5 
2 
4 
2 2 
1 1 2 
2 
3 
2 
3 
3 
4 
2 
2 
C. Factors determining working capital levels 
Seasonality of sales 
Sales growth 
Credit policy 
Availability of credit 
Price levels of input 
Operating efficiency 
4 
5 
4 
3 
4 
3 
3 
5 
3 
4 
5 
2 
4 
4 
4 
3 
5 
2 
D. Role of working capital management in value chain 
D-1. In increasing sales 
Cash Management 
Inventory management 
Receivable management 
Sales of finished goods management 
Purchase of materials management 
Trade payable management 
Bank loans management 
Liquidity management 
5 
5 
5 
5 
5 
5 
3 
4 
4 
5 
4 
4 
5 
4 
5 
4 
5 
5 
5 
5 
5 
3 
5 
4 
D-2. In decreasing costs 
Cash Management 
Inventory management 
Receivable management 
Sales of finished goods management 
Purchase of materials management 
Trade payable management 
Banks loan management 
Liquidity management 
5 
4 
5 
4 
5 
4 
3 
4 
4 
5 
4 
4 
5 
4 
5 
4 
5 
4 
5 
4 
5 
3 
5 
4 
Each question in the questionnaire is provided with a number of alternative answers and ends-up with 
"others" so that the managers can include their own way of thinking. Responses are quantified on the basis 
of five point Likert's scale, ranging fi-om 5 to 1 (Murphy G. and Likert R. (1967). The scales show how 
positive or negative the managers' responses are to the alternative options in each question. A scale of 5 
indicates very positive, 4 positive, 3 neutral (between 4 positive and 2 negative), 2 negative, 1 very 
negative and (-) represents that the manager did not give an opinion. 
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Section (6.B) - Managing Working Capital Internally 
Section (6.B.1) - Managing Worldng Capital Investments 
Section (6.B.1.1) - Cash Management - Main Firm Responses 
Firms 
Mother Dairy Pvt. 
Ltd. 
Kwality India Pvt 
Ltd 
VRS 
Foods 
A. Firm's motives of holding cash 
Transaction 
Speculative 
Precautionary 
Bank compensating 
5 
1 
4 
2 
5 
2 
4 
4 
5 
2 
4 
4 
B. Firm's purpose of cash budget forecast 
Requirement 
Control liquidity 
Control cash 
Plan short-term needs 
Plan long-term needs 
5 
4 
4 
4 
3 
5 
3 
4 
4 
2 
5 
3 
3 
5 
5 
C. Firm's cash forecasting approach 
Past experience 
Forecasted sales 
Management opinion 
Market research 
5 
5 
4 
1 
4 
5 
4 
2 
4 
5 
3 
1 
D. Cash flow approaches used by the firm 
Receipts and disbursements* 
Adjusted net income** 
5 
1 
5 5 
1 1 1 
E. Firm's purpose of cash flow calculations 
Requirement 
Improve cash forecast 
Cash control 
5 
4 
5 
5 
5 
3 
5 
3 
3 
F Firm's cash control approaches 
F-1. Payments 
Voucher system 
Sequentially numbered checks 
Bank reconciliation 
Petty cash system 
4 
5 
1 
3 
1 
5 
3 
4 
5 
3 
2 
4 
F-2. Collection 
Customers pay at the bank account 
Collections deposited daily 
Separate sequential operations 
5 
2 
1 
5 
2 
1 
4 
5 
1 
* The receipts and disbursements approach estimates the amounts of :ash expected to be received 
and paid by the Arm over the forecast period and traces the detailed movement of cash. 
** The adjusted net income approach (also called sources and uses) starts with projected net 
income on an accrual basis and adjusts it to a cash basis. 
Fach question in the questionnaire is provided with a number of alternative answers and ends-up with 
"other:" so that the managers can include their own way of thinking. Responses are quantified on the 
basis of five point Likert's scale, ranging from 5 to 1 (Murphy G. and Likert R. (1967). The scales show 
how positive or negative the managers' responses are to the alternative options in each question. A scale 
of 5 indicates very positive, 4 positive, 3 neutral (between 4 positive and 2 negative), 2 negative, 1 
very negative and (-) represents that the manager did not give an opinion. 
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Section (6.B.1.2) - Inventory Management - Main Firm's Responses 
Section (6.B.1.2.1) - Finislied Goods Inventory Management • Main Firm's Responses 
Firn-s Mother Dairy Pvt. Ltd. 
Kwality India Pvt 
Ltd 
VRS 
Foods 
A. What is tlie firm's purpose of finislied goods inventory management? 
Satisfy customer demand 
Take advantage of economies of scale 
Reduce holding costs 
Keep safety stocic 
Meet seasonal high demand 
5 
3 
3 
2 
4 
5 
2 
4 
3 
3 
5 
2 
4 
2 
3 
B. What are the costs of firm's holding of finished goods inventory? 
Power (heat and light for storage space) 
Opportunity cost of capital 
Deterioration 
Insurance 
Security 
Clerical costs 
Handling 
Property taxes 
|C. Si' .^iificance of holding costs of material 
2 
4 
4 
3 
3 
1 
4 
1 
5 
3 
5 
5 
3 
2 
2 
4 
1 
5 
4 
5 
4 
3 
1 
1 
4 
1 
4 
D. How does firm manage costs of holding of finish goods inventory? 
Hold only the minimum 
Apply "just in time" 
Establish long-term customer relations 
Making customers pay the costs 
3 
5 
5 
4 
3 
3 
5 
5 
3 
2 
5 
4 
E. What are the firm's costing methods for finish goods inventory? 
First-in-first-out 
Last-in-first-out 
Average costing 
3 
3 
5 
5 
1 
3 
5 
1 
1 
F. What are the firm's valuation methods for finish goods inventory? 
Average cost 
Market or replacement cost 
Lower of average cost or market 
3 
3 
5 
5 
3 
2 
1 
1 
5 
G. What are the firm's bases of selective inventory control? 
Average cost 
Usage rate 
Criticality in case of shortage 
5 
4 
3 
5 
4 
3 
5 
4 
4 
Each question in the qujstionnaire is provided with a number of alternative answers and ends-up with 
"others" so that the managers can include their own way of thinking. Responses are quantified on the 
basis of five point Liken's scale, ranging fi-o.n 5 to 1 (Murphy G. and Likert R. (1967). The scales show 
how positive or negative the managers' responses are to the alternative options in each question. A scale 
of 5 indicates very positive, 4 positive, 3 neutral (between 4 positive and 2 negative), 2 negative, 1 
very negative and (-) represents that the manager did not give an opinion. 
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Section (6.B.I. 2.2) Material Inventory Management- Main Firm Reponses 
Firms Mother Dairy Pvt. Ltd. 
Kwality India 
Pvt Ltd VRS Foods 
A. What is the firm's purpose of raw materia] inventory management? 
Reduce holding costs 
Reduce ordering costs 
Safeguard against shortages 
Keep production running 
B. What are the costs of firm's holding of material inventory 
Povyer (heat and light for storage space) 
Opportunity cost of capital 
Deterioration 
Insurance 
Security 
Clerical costs 
Property taxes 
Handling 
C. Significance of holdin j costs of material 
D. How does firm manage costs of holding of material inventory 
Minimize inventory level 
Buy just in time for production 
Use economic order 
E. What are the firm's costing methods for material inventory 
First-in-first-out 
Last-in-first-out 
Average costing 
F. What are the firm's valuation methods for material inventory 
Average cost 
Market or replacement cost 
Lower of average cost or market 
G. What are the firm's bases of selective material Inventory control? 
Avg. Cost 
Usage rate 
Scarcity in the market 
Criticality in case of shortage 
Each question in the questionnaire is provided with a number of alternative answers and ends-up with 
"others" so that the managers can include their own way of thinking. Responses are quantified on the 
basis of five point Likert's scale, ranging from 5 to 1 (Murphy G. and Likert R. (1967). The scales show 
how positive or negative the managers' responses are to the alternative options in each question. A scale 
of 5 indicates very positive, 4 positive, 3 neutral (between 4 positive and 2 negative), 2 negative, 1 
very negative and (-) represents that the manager did not give an opinion. 
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Section (6.B.1.3) - Accounts Receivables Management - Main Finn's Response 
Firms 
Mother Dairy Pvt. 
Ltd. 
A. Reasons for not selling on credit 
Customers do not ask for credit 
The firm does not want to extend credit 
Lack of information on credit applicants 
High uncertainty of pay back 
1 
B. Sources of Information to firm for screening credit applicants 
Prior experience 
Financial statements 
Visits to customer 
Personal contact with the applicant's creditors 
Kwality India 
Pvt Ltd VRS Foods 
1 
Customer's payment history 
C. Firms credit terms* 
Open account no discount 
Open account with discount 
Promissory note 
Seasonal dating 
D. Firm's standards to screen credit applicants 
The 5 C's - capital, character, collateral, 
capacity and conditions 
One time sale approach 
Repeat sale approach 
Marginal accounts analysis 
E. Measures taken by the firm to collect overdue receivable: 
Send reminder 
Telephone call 
Personal visit 
Collection agent (employee) 
Extend credit period 
Take legal action 
F. Risk of uncollectible 
G. Firm monitor credit customers 
Using draft letters 
Using letters of credit 
Customers sign letters of credit 
open Credit 
H. Firm reduce levels of receivables 
Make customers pay outstandinf^  debts 
Stop selling on credit 
Revise credit policy 
Revise credit standards 
* Credit terms refer to th« sale of goods on the basis of an open account, promissory note or special 
conditions like seasonal dating. An open account is used when the buyer buys on a continuing basis 
from the same seller and it may also include discounts for early payment If the order is large and 
the firm anticipates a problem in collections it may require the customer to sign a promissory note 
or lOU. in order to eliminate controversies later about the existence of a credit agreement. 
Each question in the questionnaire is provided with a number of alternative answers and ends-up with 
"others" so that the managers can include their own way of thinking. Rejponses are quantified on the 
basis of five point Likert's scale, ranging fi-om 5 to 1 (Murphy G. and Likert R. (1967). The scales show 
how positive or negative the managers' responses are to the altemative options in each question. A scale 
of 5 indicates very positive, 4 positive, 3 neutril (between 4 positive and 2 negative), 2 negative, 1 
very negative and (-) represents that the manager did not give an opinion. 
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Section (6.B.2) - Working Capital Financing-Main Firm Reponses 
Firms 
Short-term debt - banic loans 
Long-term debt 
Retained earnings/Equity capital 
Overdraft 
Trade creditors 
Secured borrowing 
Accruals 
Mother Dairy Pv*. 
Ltd. 
3 
2 
4 
5 
5 
1 
4 
Kwality India Pvt 
Ltd 
5 
1 
4 
5 
3 
1 
5 
VRS Foods 
3 
2 
5 
5 
3 
1 
5 
B. Firm's cost of financing 
Interest expenses 
Bank service charges 
5 
3 
5 
5 
5 
3 
C. Factors influencing fi 'm's levels of financing 
Seasonality of sales 
Sales growth 
Credit policy 
Availability of credit 
Price levels of inputs 
Operating efficiency 
Others- government subsidy 
3 
5 
3 
2 
3 
2 
1 
3 
5 
3 
3 
4 
2 
1 
5 
5 
3 
2 
4 
1 
1 
Each question in the questionnaire is provided with a number of alternative answers and ends-up with 
"others" so that the managers can include their own way of thinking. Responses are quantified on the 
basis of five point Likert's scale, ranging from 5 to 1 (Murphy G. and Liket R. (1967). The scales show 
how positive or negative the managers' responses are to the alternative options in each question. A scale 
of 5 indicates very positive, 4 positive, 3 neutral (between 4 positive and 2 negative), 2 negative, 1 
very negative and (-) represents that the manager did not give an opinion. 
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Section (6.B.3) - Purchase & Sales Operation Management • Main Firm's Response 
Section (t.B.3.1) Purchase operation management - Main Firm Reponses 
Firms 
Mother Dairy Pvt. 
Ltd. 
Kwality India 
Pvt Ltd VRS Foods 
A. Firm's purpose of purchase policy 
To talce advantage of quantity discounts 
To talce advantage of cash discounts 
To decrease inventory holding costs 
To decrease purchase ordering costs 
To meet seasonal production requirements 
To meet market demand 
To keep production uninterrupted 
B. Firm's purpose of purchase forecast 
To meet production demands 
To determine inventory usage during lead-time 
To know quantity on hand and on order 
To get safety stock 
C. Bases used by the firm to forecast purchases 
Past experience 
Forecasted sales volume 
Management opinion 
Purchasing staff opinion 
D. Terms of firm's purchasing 
Cash 
Credit 
E. Why does firm not purchase on credit? 
Suppliers do not provide credit 
Firm does not have credit policy 
Lack of information on credit suppliers 
No tradition of credit transaction 
F. How does firm manage purchasing costs of? 
F-L Contact phase of purchase transaction 
By choosing the cheapest channel 
By employing purchasing agents 
By managing by trust 
F-2. Contract phase of purchase transaction 
By making routine contiact agreements 
By employing lawyers 
By making terms known in advance 
F-3. Control phase of purchase transaction 
By making routine control agreements 
By employing lawyers 
By making terms known in advance 
G. Relevance of purchasing costs of 
Contacting suppliers 
Contract with suppliers 
Controlling suppliers 
Each question in the questionnaire is provided with a nun.ber of alternative answers and ends-up with 
"others" so that the managers can include their own way of thinking. Responses are quantified on the 
basis of five point Likert's scale, ranging from 5 to 1 (Murphy G. a d Likert R. (1967). The scales show 
how positive or negative the managers' responses are to the alternative options in each question. A scale 
of 5 indicates very positive, 4 positive, 3 neutral (between 4 positive and 2 negative), 2 negative, 1 
very negative and (-) represents that the manager did not give an opinion. 
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Section (6.B.3.2) Sales operation management - Main Firm Reponses 
Firms 
A. Firm's purpose of sales policy 
To satisfy customer demands 
To decrease inventory liolding costs 
To decrease inventory ordering costs 
To meet seasonal sales requirements 
To expand market 
B. Firm's purpose of sales forecast 
To forecast future demand 
To forecast inventory usage 
To forecast quantity on hand and on order 
To forecast safety stock needs 
C. Bases used by the fiim to forecast sales 
Past experience 
Statistical forecast 
Management opinion 
Sales staff opinion 
Others - production capacity 
D. Terms of firm's sales 
Cash 
Credit 
E. Firm's credit sales standards 
5C's 
One time 
Repeat sales 
F. How does firm manage selling costs of? 
F-1. Contact phase of sale transaction 
By choosing the cheapest channel 
By employing sales agents 
By developing long-lasting relationship 
F-2. Contract phase of sale transaction 
By making routine contract agreements 
By employing lawyers 
By making terms known in advance 
F-3. Control phase of sale transaction 
By making routine control agreements 
By employing lawyers 
By making terms known in advance 
G. Relevance of costs of customer 
Contacting customer 
Contracting customer 
Controlling customer 
H. Customer backing down 
Possibility 
Difficulty in finding another customer 
Extent of loss if customers back-down 
I. How does Arm manage If customers back 
Negotiation 
Court of law 
Stop dealings until bills are settled 
Mother Dairy Pvt. 
Ltd. 
5 
4 
3 
3 
4 
5 
4 
3 
2 
4 
5 
4 
3 
2 
4 
5 
5 
4 
3 
5 
3 
4 
5 
3 
4 
5 
3 
4 
4 
5 
5 
2 
2 
3 
-down? 
3 
2 
3 
Kwality India 
Pvt Ltd 
5 
3 
2 
3 
5 
5 
3 
4 
2 
4 
5 
3 
2 
1 
4 
5 
5 
4 
2 
4 
2 
5 
5 
2 
4 
5 
2 
4 
3 
4 
4 
3 
2 
3 
5 
2 
5 
VRS 
Foods 
4 
3 
3 
3 
5 
5 
3 
3 
1 
5 
4 
3 
4 
1 
5 
5 
3 
2 
1 
5 
1 
4 
5 
1 
5 
5 
1 
5 
4 
3 
4 
2 
5 
3 
5 
1 
4 
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Section (6.B.3.3) - Performance Management - Main Firm's Response 
Firms 
Mother Dairy Pvt. 
Ltd. 
Kwality India Pvt 
Ltd 
A. Specific criteria firm applied for performance managgment 
By comparing past with the present performance 
By comparing actual with the expected performance 
By comparing inter-firm benchmarks 
B. Customer satisfaction based performance evaluation 
B-1. Firm minimize costs 
By charging lo^ yer prices 
By allowing quantity discounts 
By allowing cash discounts 
B-2. Firm improves quality of products 
By decreasing defect rates 
By maintaining higher customer retention rates 
By providing higher customer's perceived value of 
goods 
VRS 
Foods 
B-3. Firm improves communication with customer 
By maintaining faster responses time 
by maintaining faster delivery time 
C. Accounting based performance evaluation 
C-L Firm checks its liquidity 
By current ratio 
By quick ratio 
C-2. Firm checks it operational efficiency 
By inventory turnover 
By receivables turnover 
By overall working capital ratio 
C-3. Firm checks its financial efficiency 
By cash to working capital 
By inventory to working capital 
By receivables to working capital 
By working capital to total assets 
C-4. Firm checks it short-term debt leverage 
By current debt to total debt 
By total debt to total equity 
C-S. Firm checks its profitability 
By gross profit margin 
By net profit margin 
By return on working capital investment 
By return on total assets investment 
D. Determinants of firm's performance 
Fixed asset Investment 
Fixed asset financing 
Working capital Investment 
Short-term financing 
Availability of skilled labor 
Profitability 
Each question in the questionnaire Is provided with a number of alternative answers and ends-up with 
"others" so that the managers can include their own way of thinking. Responses are quantified on the 
basis of five point Likert's scale, ranging from 5 to 1 (Murphy G. and Likert R. (1967). The scales show 
how positive or negative the managers' responses are to the alternative options in each question. A scale 
of 5 indicates very positive, 4 positive. 3 neutral (between 4 positive and 2 negative), 2 negative, 1 
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Section (6.B.3.4) Financial Performance Analysis (1998-2007) - Mother Dairy Pvt Ltd 
A. Measurement of performances 
Dec-03 
A-1. Asset Structure and Short-term Debt Leverag 
Current Assets to Total Assets 
Short-term Debt to Total Assets 
A-2. Liquidity 
Current Ratio 
Quick Ratio 
A-3. Activity 
Inventory turnover 
Receivable Turnover 
Working Capital Turnover 
A-4. Profitability 
Operating Profit Margin 
Net Profit Margin 
Return on Total Assets 
B. WC investment Composition 
Inventories (%of WC) 
Receivables (%ofWC) 
Cash(%ofWC) 
C. Short-term Financing Composi 
Trade Creditors 
Others 
69.07093191 
0 
1.42 
0.96 
6.856748262 
7.834258352 
2.11284926 
2.457319868 
0.404228424 
0.589916682 
30.81415825 
26.969359 
41.70579948 
tion 
48.44594595 
51.55405405 
Dec-04 
es 
82.25839 
0 
1.47 
0.85 
7.085208 
9.160716 
2.915358 
-1.24706 
-2.27563 
-5.45725 
41.1471 
31.82456 
25.84076 
61.29279 
38.70721 
Dec-05 
81.35178 
0 
1.33 
0.51 
4.682824 
18.19823 
2.844853 
1.03032 
0.31555 
0.73029 
60.7508 
15.63258 
22.56931 
69.9685 
30.0315 
Dec-06 
73.44443 
0 
1.52 
1.01 
15.6232 
20.11088 
5.066415 
0.860008 
0.288687 
1.074203 
32.42879 
25.19241 
41.71036 
65.54953 
34.45047 
Average 
76.53138 
0 
1.435 
0.8325 
8.561996 
13.82602 
3.234869 
0.775147 
-0.31679 
-0.76571 
41,28521 
24.90473 
32.95656 
61.31419 
38.68581 
Section( 6.B.3.5) Financial Performance Average Private Firms 
A. Measurement of performances Mother Dairy Kwality Dairy 
A-1. Asset Structure and Short-term Debt Leverages 
Current Assets to Total Assets 
Short-term Debt to Total Assets 
A-2. Liquidity 
Current Ratio 
Quick Ratio 
A-3. Activity 
Inventory turnover 
Receivable Turnover 
Working Capital Turnover 
A-4. Profitability 
Operating Profit Mar^n 
Net Profit Margin 
Return on Total Assets 
B. WC investment Composition 
Inventories (%of WC) 
Receivables f%ofWC) 
Cash(%ofWC) 
76.53138141 
0 
1.435 
0.8325 
8.561995998 
13.82602155 
3.234868777 
0.775146836 
-0.31679134 
-0.76570989 
41.28521048 
24.90472708 
32.95655669 
42.55040959 
0 
1.193 
0.55 
15.77449659 
19.67092202 
3.937493094 
-13.415249 
-17.0501766 
-11.1117279 
48.69608121 
44.63019884 
6.613302881 
C. Short-term Financing Composition 
Trade Creditors 
Others 
61.31419119 
38.68580881 
60.3847705 
39.6152295 
VRS 
Foods 
56.18 
0 
2.06 
0.98 
10.32 
11.37 
4.96 
3.86 
1.71 
4.97 
48.60 
43.98 
7.41 
70.80 
29.19 
Average 
58.42 
0 
1.56 
0.79 
11.55 
14.96 
4.04 
-2.92 
-5,22 
-2.30 
46,19 
37,84 
15,66 
64.16 
35.83 1 
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Section ( 6.C) - Managing Worldng Capital Externally - Value Cham Management 
Section (6.C.1.1) - Managing Firm-Supplier Linluge^ - Main Firm Response 
Firms 
Mother Dairy Pvt 
Ltd. 
Kwality 
India Pvt Ltd 
A. Firm-supplier co-operation on primary activities _ 
A-1. Firm-supplier co-operation on inbound activities* , 
Shipment 
Storing 
Distributing to oroduction 
Inventory control 
Materials handling 
5 
5 
2 
2 
5 
5 
4 
2 
2 
4 
A-2. Firm-supplier co-operation on production operation 
Machining 
Packaging 
Assembling 
Equipment maintenance 
Product testing 
Facility operations 
Timely availability of raw material 
1 
1 
I 
1 
5 
5 
5 
1 
1 
1 
1 
5 
5 
5 
A-3. Firm-supplier co-operation on marketing and sales 
Advertising 
Promotion 
Sales force 
Sales/Purchase channel selection 
Value evaluation of delivery of inputs 
1 
1 
1 
1 
4 
1 
1 
1 
1 
5 
A-4. Firm-supplier co-operation on after sales service 
Installation 
Repair 
Customer training 
Parts supply 
Product adjustment 
1 
1 
1 
1 
4 
1 
1 
1 
1 
5 
B. Firm-supplier co operation on purchases and inventory management 
Quality and quantity af materials 
Terms of transportation 
Time (just on time basis) 
5 
5 
5 
5 
5 
5 
C. What are the benefits of firm-supplier co-operation? 
Decrease cost ordering materials 
Decrease the time needed to purchase 
materials 
Minimisdng the costs of carrying inventories 
Create trust of your supplier 
3 
3 
3 
4 
5 
4 
4 
4 
D. What are the reasons for non-coordinations? 
You dont have a policy 
Suppliers do not co-operate 
Do not see the benefits 
Supplier have easy options 
1 
3 
2 
3 
2 
3 
2 
4 
* Inbound logistics may be defined as the activities associated with receiving raw materials 
well as storing and distributing them to production. If we take the case o( working capiul rcL 
logistics they may include material handling, freight-in, storing, inventory control, vehicli 
administration and payments to the suppliers. 
VRS 
Foods 
5 
4 
1 
1 
4 
1 
1 
1 
1 
5 
4 
5 
1 
1 
1 
1 
5 
1 
1 
1 
1 
5 
4 
5 
5 
4 
4 
5 
5 
1 
1 
1 
5 
lurchased as 
•ted inbound 
t scheduling. 
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Section (6.C.1.2) - Managing Firm-Customer Linkages - Main Firm Response 
Firms 
Mother Dairy Pvt. 
Ltd. 
A. Firm-customer CD-operation on primary activities 
A-L Firm-customer co-operation on production operations 
Machining 
Packaging 
Assembly 
Equipment maintena ice 
Product testing 
Facility operations 
A-2. Firm-customer co-operation on outbound activities 
Finished goods warehousing 
Materials handling 
Delivery vehicle operation 
Order processing 
Kwality 
India Pvt Ltd 
A-3. Firm-customer co-operation on marketing and sales 
Advertising 
Promotion 
Sales force 
Sales/Purchase channel selection 
A-4. Firm-customer co-operation on after sales service 
Installation 
Rep; air 
VRS 
Foods 
Customer training 
Parts supply 
Product adjustment 
B. Firm-customer co-operation on sales and inventory management 
Quality and quantity of materials to be purchased 
Terms of transportation of materials to be purchased 
Time (on just on time basis) 
C. What are the benefits of firm-supplier co-operation? 
Increasing sales 
Create trust of your supplier 
Minimizing the costs of carrying inventories 
Minimizing the cost of ordering and transportation 
D. What are the reasons for non-coordination? 
Firm does not have policy 
Customers do not co-operate 
Firm does not see the benefits 
Cooperation is Important 
E. Customer assessment 
Return any product with inferior quality 
Pay only if the products are as per their expectation 
Making periodic assessment of customers opinions 
Making strict quality control at the production floor 
* Outbound logistics may be defined at the activities related to collecting the finished product from the 
production process, storing and physically distributing the product to customers. If we Uke the case of 
working capital related outbound logistics they may include finished goods warehousing and handling, 
delivery vehicle operation, order processing, freight-out and inventory control. 
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Section (6.C.2)Managing Firm-Customer Linltagcj 
Firms 
Customer of Mother 
Dairy Pvt. Ltd. 
1 - Customer Reponses 
Customer of Kwality 
India Pvt Ltd 
Customer of 
VRS Foods 
A. Firm-customer co-operation on co-operation on primary activities 
A-1. Firm-customer co-operation on inbound activities 
Order orocessins 
Receiving 
Storins 
Distributins to production 
Inventory control 
Materials handling 
Delivery vehicle operation 
4 
2 
3 
2 
2 
4 
4 
A-2. Firm-customer co-operation on production operation 
Machining 
Packaging 
Assembling 
Equipment maintenance 
Product testing 
Facility operations 
1 
5 
3 
1 
5 
4 
A-3. Firm-customer co-operation on marlietinK and sales 
Advertising 
Promotion 
Sales force 
Sales/Purchase channel selection 
5 
4 
4 
3 
A-4. Firm-customer co-operation on after sales service 
Installation 
Repair 
Suppliers training 
Parts supply 
Product adjustment 
1 
1 
1 
1 
4 
4 
3 
4 
2 
2 
2 
4 
4 
3 
3 
4 
3 
2 
5 
1 
5 
1 
1 
4 
4 
1 
5 
1 
1 
4 
4 
5 
5 
5 
5 
5 
4 
4 
5 
1 
1 
1 
1 
5 
1 
1 
1 
1 
4 
B. Firm-customer co-operation on purciiases and inventory management 
Exchanging skilled s aff 
Credit transaction without discounts 
Credit transaction with discounts 
Providing goods when just needed 
1 
4 
3 
4 
C. What are the benefits of firm-supplier co-operation? 
Decrease cost of purchasing 
Decrease the time needed to purchase 
Decrease the carrying cost of inventory 
Create trust of your supplier 
2 
3 
2 
3 
D. What are the reasons for non-coordination? 
Do not have the specific policy of co-operation 
Central firm does not co-operate 
Do not see the benefits 
4 
2 
1 
E. Customer rates the efficiency of firm on the bases of 
Marketing approach 
Sales processing 
Product quality 
Cmt of products 
Delivery 
Impartiality with other buyers 
Explanation to your inquiries 
Knowledgeability of customers 
Bilateral communication 
4 
3 
5 
3 
5 
3 
4 
3 
4 
2 
5 
3 
5 
1 
4 
3 
4 
4 
5 
3 
5 
5 
4 
3 
5 
5 
2 
2 
5 
1 
1 
3 
5 
5 
3 
5 
3 
4 
5 
3 
2 
4 
4 
3 
5 
4 
3 
3 
4 
Part IV of the Thesis 
Private Dairy Firms 270 
Section (6.C.3) Managinf> Firm-Supplier Linliages - Supplier Reponses 
Firms 
Supplier of Mother 
Dairy Pvt Ltd. 
A. Firm-supplier co-operation on primary activities 
A-1. Firm-supplier co-operation on production operations 
Machining 
Pacicaging 
Assembly 
Equipment maintenar.ee 
Product testing 
Facility operations 
1 
1 
1 
1 
4 
5 
A-2. Firm-supplier co-operation on outbound activities 
Finished goods warehousing 
Materials handling 
Delivery vehicle operation 
Order processing 
4 
4 
5 
4 
A-3. Firm-supplier co-operation on marketing and sales 
Advertising 
Promotion 
Sales force 
Sales/Purchase channel selection 
A-4. Firm-supplier co-operation on after sales service 
Installation 
Repair 
Customer training 
Parts supply 
Product adjustment 3 
B. Firm-supplier co-operation on sales and inventory management 
Exchanging skilled staff 
Credit transaction without discounts 
Credit transaction with discounts 
Providing goods when just needed 
2 
5 
4 
4 
C. What are the benefits of firm-supplier co-operation? 
Decrease cost of selling goods 
Create trust of your customers 
Decrease the time needed to sell goods 
Decrease the carrying cost of finished goods 
inventory 
Minimizing the cost of ordering and 
transportation 
3 
3 
5 
4 
3 
D. What arc the reaions for non-coordination? 
Do not have the specific policy of co-operation 
Central firm does not i o-operate 
Do not see the benefit: 
5 
1 
1 
£. Supplier rates the efficiency of firm on the bases of 
Purchase order processing 
Bilateral communication 
Explanation to inquiries 
Courtesy 
Marketing approach 
Using supplier services 
Payment habits 
3 
4 
3 
3 
3 
4 
4 
Supplier of Kwality 
India Pvt Ltd 
1 
1 
1 
1 
4 
4 
2 
4 
4 
4 
Supplier of 
VRS Foods 
1 
1 
1 
I 
5 
4 
1 
4 
5 
4 
4 5 
2 
5 
3 
4 
1 
4 
4 
4 
2 
5 
5 
4 
3 
4 
4 
4 
4 
4 
5 
1 
1 
5 
4 
3 
3 
2 
3 
4 
5 
2 
2 
4 
4 
2 
3 
2 
3 
4 
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Chapter 7 
MNCs Dairy Firms 
7. A. Introduction 
In chapters 6 management of working capital levels and operations - internally and 
externally was assessed for the private dairy firms. In this chapter it will be continue with 
regard to the MNCs in dairy sector. It has to study how three private firms - Heinz India 
Ltd., Nestle India Ltd., Cadbury India Ltd., manage their working capital levels and 
operations - internally and externally. Particularly concentration is on internal working 
capital management of Heinz India Ltd., its supplier's co-operation with Ridhi Sidhi 
Sugar Pvt Ltd and its customer co-operation with wholesahr. Researcher has selected 
Mother Dairy because it represents a typical MNC firm whose supplier and customer 
responses are included in the study. A comparison is also made between that of Heinz 
India Ltd., and the other MNCs Nestle India Ltd., and Cadbury India Ltd. Objective of 
this chapter is to answer question 3(c) of the research study: "In what way selected 
MNCs agribusiness (Dairy) firms in the manufacturing sector in India manage their 
working capital internally and externally." Section 7.A introduces the chapter and section 
(7.B) presents the firm's overall working capital r.-'anagement issues. Section (7.C) covers 
the management of working capital levels and operatic ns internally. Section (7.D) deals 
with, the working capital management externally, including firm-supplier linkages 
(7.D.1), and firm-customer linkages (7.D.2). Section (7.E) concludes the chapter. 
7. B Overall working capital management 
This section presents overall working capital management issues of Heinz India Ltd, 
objectives of working capital management and constraints to achieve the objectives as 
well as the role of working capital management in creating value. Discussion is started 
with background information on Heinz India Ltd (section 7.B.1) and then presents a 
comparative analysis of the MNC dairy firms (section 7.B.2). For detailed information on 
overall working capital management issues, refer to Response Table section (7.A). 
7. B.l Background Information 
Organizational structure Its organizational structure includes the general manager, chief 
financial officer, treasurer, financial manager and a commercial manager. According to 
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the general manager's opinion, he is fully empowered to make decisions regarding 
working capital levels of investments and financing, as well as operations of production, 
purchasing and sales. The financial manager controls the firm's financial operations and 
reports to the general manager periodically. Commercial manager is responsible to 
investigate and assess the market and apply an approi^-iate marketing strategy. The 
general manager reports to the owners' annual general meeting. 
Firm's policies and constraints According to the opinion of the firm's financial 
manager, the main objectives of working capital management include the increase of 
sales, the decrease of costs as well as to keep operations smooth and to generate profit but 
not to remain liquid. The firm manages its working capital in such away that it buys its 
materials on credit and sells its goods to customers on a monthly credit basis and uses 
cash collected from operations to finance its working capital investments and daily 
activities. It pays its suppliers and collects from customers in the first 10 days following 
the months of purchases and sales. It does not keep raw materials (other than sugar) and 
finished goods inventory (Ghee, Glucose, Tomato Catch-up and Complan) in the store for 
long period of time because production starts immediately when the materials are 
received and the sales is directly after production. Milk is received at the beginning of a 
day and processed in the same day. The firm has a policy of generating income enough to 
cover current operations and earn a decent profit margin with the current lines of 
production. During the interview conducted with the firm's finance manager, he said that: 
"our short-term aim is to maintain current production and sales capacity while in the 
long-term; we have a plan to diversify our products". The financial manager believes 
that the factors that determine working capital levels include mostly seasonality of sales, 
sales growth, credit policy and availability of credit. However, price levels of inputs and 
operating efficiency do not influence the levels of working capital. On the constraints in 
achieving short and long-term objectives the manager said that: "There are no 
constraints to achieve short-term objectives at all, however only efficient achievement 
of long-term objectives will depend on the availability of capital". 
According to the finance manager, the factors that hinder the firm from achieving its 
objectives are working capital investment, product demand and market. However, 
production capacity, short-term financing, fixed capital investment, fixed capital 
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financing and lack of skilled labor are not problems. According to the opinion of the 
general manager, there are no government regulations that affect management's 
decisions. Similarly, there are no cultural issues, which seriously affect the sales of the 
firm's products. The two religions dominantly followed in India are Hinduism and Islam, 
and followers of both are comfortable with the products. 
Working capital management and value creation On the role of working capital 
management in promoting the firm's objectives on value creation, the finance manager 
said that: "Management working capital investments and short-term financing has 
definitely to play an important role in promoting our short-term and log-term 
objectives. However, expansion of capacity and product diversification has to depend 
upon how successfully we performed the current working capital investments and 
financing". The firm's financial manager also believes that overall working capital 
management has a pivotal role to play in value creation, particularly in increasing sales 
and decreasing costs of purchases, production and inventory. He believes that managing 
cash, receivables, inventory, receivables, purchase and sales of materials, trade payables 
and liquidity management (to a low extent) can achieve these objectives. 
7. B.2 Overall working capital management issues - compr risen of MNCs 
Here objective of study is if three private firms make known similarity or have a major 
difference on the overall working capital management, mainly the policy of management 
of working capital, the constraints in achieving firm objectives and the factors 
determining firm objectives. For detailed information on the overall working capital 
management issues, see Response Table section (7.A). 
Firm policies and constraints: The financial managers of the NfNCs responded that their 
working capital management policy is tailored towards increasing sales, decreasing costs 
and thereby generating profit. Not a single company has a policy of remain liquid fi-om 
working capital management. On the constraints in achieving firm objectives, the 
managers of Heinz, Nestle, Cadbury India Ltd. believe that the factors, which are 
constraining firm objectives, include product demand, market and working capital 
investment. Short-term financing, fixed capital investment, production capacity, fixed 
capital financing and lack of skilled labor are not shown constraint by any of the firm. All 
the MNCs believe that factors seasonality of sales, sales growth, credit policy (other than 
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Nestle) and availability of credit determine the working capital levels. Nestle also 
indicate for price level of input for determining working capital level. 
Role of working capital management in value creation: Finuncial managers of all the 
three MNCs believe that working capital management has an important role in value 
creation. The managers' response denote that working capital management is important 
for the purpose of increasing sales by managing cash, trade receivables, inventory (except 
Heinz), trade payable (other than Nestle), sales of finished goods (only for Heinz) and 
purch£^e of materials. They also believe that working capital management can be used to 
decrease costs by managing purchase of materials, inventory (other than Heinz), and 
receivables (only for Cadbury), but not payables, bank loans or liquidity. 
7. C. Working Capital Management - Internally 
This section covers working capital management - internally of Heinz India Ltd., which 
is divided into levels of investment (7.C.I.) and financing (7.C.2.) as well as operations 
of purchasing (7.C.3.) and selling (7.C.4). 
7. C.l. Managing working capital investments 
In this section, discussion is on the manager's responses to questions on how the Dairy 
MNCs manage working capital investments of cash, receivables and inventories. The 
objective is to find out if Heinz India Ltd and the other two-MNCs apply value-creating 
methods of managing working capital levels of investment. First, Heinz India Ltd is 
considered then comparison is made wiih the other MNCs. 
7. C.1.1. Management of Cash 
In this section it is to examine if Heinz India Ltd and the other MNCs create value by 
managing cash balances, collections and payments. Therefore, researcher asked the 
managers on their motive for holding certain balances of cash levels, purposes and 
approaches of forecasting cash, on preparing cash fiow statements as well as controlling 
cash payments and collections. For detailed information on cash management of Heinz 
India Ltd, refer to Response Table Section (7.B.I.I.). 
Motives for holding cash According to the firm's financial manager, the main purpose 
for holding cash in the firm is for transaction purposes - to make regular predetermined 
payments, precautionary and bank compensating purpose. It does not keep cash 
opportunity (speculative purpose) to pay. 
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Cash budgeting and control The management prepares cash budgets mainly to plan for 
short cash needs, to control liquidity, cash payments and receipts and to know cash 
requirement, but not to plan long-term cash needs. The primary bases used to forecast the 
cash budget are past experience, opinion of the management and forecasted sales levels. 
Heinz never conducts' market research for this purpose. Heinz India Ltd prepares cash 
flow statements usinj the receipts and disbursements method (sometime adjusted net 
income also), which it uses to improve its future cash forecasts, to determine cash 
requirement as well as to control cash payments and receipts. 
Management of cash payment and collection: The firm has a petty cash fund 
approximately 20% of total cash required. It uses this petty cash fund to pay for expenses 
less than Rs.5000, payments above this amount are made using checks approved by 
financial managers. Payments are controlled by using voucher system, sequentially 
numbered checks and bank reconciliation statements. Cu'lections from lager customers 
(from the point of sales volume) are made mostly using customer checks. The firm 
purchases only on credit without discount, which it considers as a policy of slowing-
down cash payments and the cash sales to smaller customers is considered as a means of 
speeding-up the cash collection. The Heinz India Ltd controls its cash payments using a 
petty cash system, voucher system, using checks sequentially numbered, which are 
controlled and accounted regularly. It controls cash collections by making collection 
deposited daily and cash management services offered by the banks. 
Concluding remarks Heinz India Ltd makes little use of its bank overdraft facilities 
because it generates enough surplus cash from its operations. Partially it uses its cash 
surplus to pay for day to day working capital operations. It has a minimum cash balance 
for transaction purposes including the petty cash fund, which it uses for small payments. 
It is observed that the firm management is fully empowered to manage the cash affairs of 
the firm but makes no use of its managerial empowerment because of the lack of 
investment opportunities. 
7. C.1.2. Management of inventory 
The objective of this section is to study if Heinz India Ltd creates value by managing its 
materials and finished goods inventory balances. Therefore, managers were asked if and 
how they determine inventory costs and values, formulate and implement inventory 
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forecasting and control (physical and cost) approaches. For detailed information on 
inventory management of Heinz India Ltd, refer to Response Table section (7.B. 1.2.2 -
materials inventory management and section (7.B. 1.2.1) - finished goods inventory 
management. 
Management of finished goods inventory: According to the financial manager, the firm 
produce varieties of product - Ghee (Sampriti), Glucon D, Tomato Catch-up, Complan. 
The production process of Ghee takes only one day, so there is no work-in-process. 
Whereas production process of other products may extend to a week. According to the 
financial manager firm's purposes of finished goods inventory management are satisfy 
customer demand, take advantage of economies of scale, reduce holding cost and keep 
safety stock, but rarely to meet seasonal high demand also. The cost of holding inventory 
of finished goods include, mainly the opportunity cost of capital, cost of physical 
deterioration and handling, other costs such as power, insurance, property tax, security, 
and clerical record keeping are considered to be small. Finished goods inventory is 
valued on the basis of lower of average cost or market cost and average cost. According 
to the firms financial managers the Heinz India Ltd manages finished goods holding and 
ordering costs using the "just-in-time" approach of inventory management, establish 
long-term customer relations, making customer pay the costs. Holding costs of finished 
goods inventory is minimized by agreeing with customers for the firm to use its own 
transportation to take the goods to the place of its customers on a daily basis. Ordering 
costs are minimized by making a contract agreement only once, where its customers 
indicate the supply of products that they want on a daily/weekly basis. Heinz India Ltd 
uses the average cost approach to determine the cost and value of cost of goods sold and 
remaining in inventory. Heinz basis of selective inventory control is average cost usage 
rate and criticality in case of shortages. Finally Heinz manager has shown high 
significance of holding cost of finished goods. 
Material inventory management: According to financial manr.ger Heinz India Ltd, the 
firm's materials inventory is mostly raw milk, sugar, wheat, other grains, Ghee tin and 
plastic cases, which are used to pack the processed products. Main objective of Heinz 
India Ltd in managing these inventories of materials is to reduce holding costs as well as 
to safeguard against shortages and to keep the production running. The firm's major cost 
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of holding inventory of materials is the costs of handling, power and opportunity cost of 
capital physical deterioration. Whereas, the cost of obsolescence, shrinkage, depreciation 
and pilferage costs, security and power are very small. 
The firm minimizes materials holding and ordering costs using the "just-in-time" 
approach of inventory management but not by keeping only the minimum required and 
using economic order. Ordering costs are minimized by making a contract agreement 
only once with the suppliers and they are renewed on regular basis. The factory uses the 
average cost approach to determine the cost of materials issued to production and 
remaining in inventory is valued on average and lower of average or market cost these 
inventories are presented in the balance sheet as such. According to the finance manager 
basis of selective inventory control are average cost, usage rate, scarcity in the market 
and criticality in case of shortage. Finally it is represented by the management that there 
is good significance of holding cost of martial. 
Concluding remarks: Heinz India Ltd manages its materials and finished goods 
inventory such that the carrying costs are minimized. Holding cost of material has high 
significance level in both the cases of finished goods and material inventory. Therefore, it 
could be concluded that materials and finished goods inventory management of Heinz 
India i^ td has contributed positively to the profit, the net cash flows and the liquidity 
position. 
7. C.1.3. Management of receivables 
This section attempts to study if Heinz India Ltd creates value by managing receivables. 
Therefore, firm's financial manager was asked if and how management formulates its 
policies of accounts receivable management, how it controls its credit collection and the 
costs of accounts receivables and bad debts. For detailed information on Heinz India Ltd 
receivables management, refer to Response Table section (7.B.1.3). 
Credit policy and management of receivables: Heinz India Ltd doesn't want to sell on 
credit, but it is not possible to sustain in the market with this policy, particularly in case 
of tomato catch-up, to some extent in other products also. Therefore Heinz extends credit 
to larger customers aad government customer in case of ghee to defense on the basis of a 
monthly credit without discounts and these customers generally pay within the first 10 
days of the month after sales. So in case of all the product there is existence of credit sale. 
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However, the financial manager believes that the firm does not have problem of 
managing receivables. The main source of information for screening credit applicants is 
the size of the customer's proposed purchase, firm's prior experience and the customer's 
payment history as well as financial statements. Customers who order large daily 
purchases (Wholesaler) are preferred for credit sales. The visits to the customer, personal 
contact with the applicant's banks and other creditors, credit reports on the customer's 
payment history with other firms are not used at all as a source of information for 
screening credit applicants. The firm uses promissory notes for those who buy on credit. 
An open account with no discount and open account with discount are very rarely used 
according to the firm's finance manger. However, it does not use credits seasonal dating. 
The 5 C's (capital, character, collateral, capacity, conditions), repeat sale approach are 
used to evaluate any future credit application, but marginal accounting is never used. In 
order to collect overdue receivables the firm makes telephone calls, send reminder and 
extends credit periods (rarely) as well as making personal visits occasionally. However, it 
never employs a collection agent or takes legal action. Heinz India Ltd reduces the levels 
of receivables by m.iking customer jiay outstanding debts, stop selling on credit (not 
every time), and some time revising credit policy and standards. Even if, sometime, the 
level of receivables is too high the Heinz India Ltd does not have a specific control 
mechanism. Monitoring of the credit customer as stated by finance manger is done by 
letter drafting. 
7. C.1.4. Managing working capital investment - comparison of dairy MNCs 
Here the purpose is to know if the MNCs reveal similarities or differences in the 
management of their working capital levels of investmen., particularly cash, inventories 
and receivables. For more supporting information on the MNCs comparative 
management of working capital investment, refer to Response Table section (7.B.1.1) 
(cash management). Response Table section (7.B.1.2) (inventory management) and 
Response Table section (7.B.1.3) (receivables management). 
Management of cash: The purpose of cash planning for all the private firms is the 
transaction purpose of making regular pre-determined payments, precautionary and 
partially for bank compensating also. The financial manager of Nestle India Ltd and 
Cadbury India Ltd also reported that the firm's cash management has the objective of 
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bank compensating but not as important as transaction objective. These two MNCs also 
reported that they do not manage cash for the purposes of speculative reasons mainly 
because they have no opportunity to nake cash investments with a profit motive. If they 
are generating excess cash then they may go for expansion of operations after some time. 
Heinz forecasts cash in order to control cash payments, collections and levels as well as, 
to plan short-term cash needs using past experience, management opinion and forecasted 
sales as bases. The other two MNCs also forecast for the same purpose on the basis of 
past experience and forecasted sales as well as rarely using management opinion. Not a 
single MNC is using market research as a basis for forecast of cash. 
However, all firms prepare cash flow statements by using 'he receipts and disbursements 
approach and they use it to control cash payments and collections. All the three MNCs 
experience cash surpluses that it deposits at its bank checking account. Nestle India Ltd 
and Cadbury India Ltd control cash payments by using a voucher system, checks (other 
than Nestle), petty cash system and bank reconciliation (other than Nestle).. All the three 
firms collect cash at sales and in the ten days after the month of sale. The firms consider 
the cash sale as means of speeding-up cash collection, which they control by making 
customer pay at the bank account, collection deposited daily, cash management sei^'ices 
offered by bank (except Nestle). 
Management of finish goods inventory: The financial managers of Nestle India Ltd and 
Cadbury India Ltd reported that they hold finished goods inventory to satisfy regular 
customer demands, and to keep safety stock, reducing holding cost as well to meet 
seasonal high demand but not to. Only Heinz has its objective in taking the advantage of 
economies. For Nestle India Ltd and Cadbury India Ltd the opportunity costs of capital 
invested in the finished goods inventory, cost of power (only for Cadbury), deterioration 
of finish goods and .the costs of handlings are considered relevant costs. Heinz, Nestle 
and Cadbury use the technique of just-in-time and long-term customer relations, making 
customer pay the cost (only Cadbury) in managing the costs of holding finished goods 
inventory. All the three MNCs use average costing method for finished goods inventory, 
no one is using LIFO or FIFO. For valuation of finished goods inventory all the firms use 
lower of average cost or market cost and average cost, while Cadbury uses only average 
cost method for finished goods inventory valuation. All three private firms selectively 
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control the physical safety of the finished goods on the basis of average costs (other than 
Heinz) and usage rate and criticality in case of shortage. 
Management of material inventory: Materials inventory policy of all three MNCs is 
tailored strongly towards minimizing inventory holding costs as well as safeguarding 
against inventory shortages and to keep production running. They apply inventory 
management approaches like, just in time but not economic order quantity (other than 
Cadbury). Not a single MNC holds minimum inventory level to manage the cost of 
holding. They all selectively control the physical Cdfety of their materials inventory on 
the basis of average cost, usage rate, scarcity in the market (except Nestle) and criticality 
in case of shortage. They use FIFO and average cost technique to determine the cost of 
materials and average cost, and lower of average cost or market to value the material and 
used in production and left in the inventory. For Nestle the opportunity costs of capital 
invested in the materials inventory and the costs of deterioration and handling are 
considered relevant costs of materials inventory. Where as, Cadbury also considers cost 
of power as part of holding cost of material inventory like Heinz. However, the overall 
cost of material inventory management is shown significant for all the firms, because the 
possibility and duration of material inventory is small. 
Management of receivables: The MNCs have different sales policies depending on 
whether the customer is large or small and a government firm or a private firm. The cash 
sales refer to smaller private firms while the credit sales refer to larger corporate and all 
government firms (defense ministry for Heinz). With regard to their private credit 
customers they apply credit standards based on a repeat time sale approach and five C's 
(capital, character, collateral capacity and conditions). Nestle and Cadbury rarely use one 
time sale approach also. In order to collect overdue receivables they all send reminder, 
make telephone calls and extend credit periods (other than Heinz), and none of them 
employs collection agents or takes legal action. They all very rarely make personal visits. 
However, the risk of bad debt is very low and none of them makes allowances for it. 
7. C.2. Management of working capital flnances 
Sources, costs and influences of working capital financing: Heinz India Ltd uses the 
cash earned from operations and deposited in its bank's current account as a source of 
working capital financing. The response of the finance manager indicated that, the firm's 
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cash balance is not excessive, but enougli to pay for the working capital needs. Heinz 
also considers retained earnings, bank overdraft, trade creditors, and accruals as sources 
of financing its working capital investments. The response of the financial manager to 
interview questions indicated that, Heinz uses cash collected from operations to finance 
its working capital investments operations. According to the financial manager, price 
levels of inputs, operating efficiency, seasonality of sales, and availability of credit do not 
influence the levels of short-term financing (See ResDonse Table section (7.B.2)). 
Finance manager of Heinz responses for sales growth and credit policy to be responsible 
for influencing flrm's level of financing. Regarding the firm's cost of financing, manager 
mentions interest expenses only. 
Management of working capital finances - comparison of private firms 
Sources, costs and influences of working capital financing All three MNCs (Heinz, 
Nestle, and Cadbury) use cash collected from operations to finance their short-term 
financing needs. However, Nestle and Cadbury use short-term debt (Nestle only), bank 
overdraft, retained earning, trade creditors and accruals. All the firms use external 
sources for working capital financing; therefore they bear external cost of financing its 
working capital investments. However, the firms frequently use bank overdraft loan by 
making the arrangement of FDs with bank with annual interest costs of around 9.5% to 
finance their short-term investments in working capital assets. According to the financial 
managers of Nestle and Cadbury, the main factors that influence the levels of financing 
of working capital kvels are sales growth, seasonality of sales, credit policy and price 
levels of inputs (only Cadbury), On the other hand, the financial managers of the three-
MNCs believe that seasonality of sales (only for Heinz), and availability of credit, price 
level of input(other than Cadbury), operating efficiency do not determine the levels short-
term financing for working capital investments (see Response Table section (7.B.2)) 
7, C.3 Management of working capital operations 
7. C.3.1. Management of purchase operation 
In this section, objective of the study is if Heinz creates value by managing working 
capital operations of purchases. Commercial manager was asked on the firm's purchase 
policy, purchasing techniques, purchasing activities and costs as well as on approaches of 
contacting, contracting and control of suppliers. For detailed information on managing 
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working capital operations with regard to purchases, refer to Response Table section 
(7.B.3.1). 
Purchase policies In order to study the firm-supplier cooperation on purchase operations, 
a sugar supplier is chosen from the firm concern. In the entire cases supplier are selected 
with the concern of main firm for the study of firm-supplier linkages. As sugar, after 
milk, is one of the main ingredients for many products, therefore, firm's relations with 
sugar supplier are of importance for management. Out of many sugar suppliers, a private 
supplier (Ridhi Sidhi) is chosen, because in case of government supplier many things are 
not in control of firm. 
Heinz purchases its materials on a credit basis with a policy geared towards smoothing 
out production during normal periods of supply, to take advantage of quantity and cash, 
to take care of seasonal fluctuations in demand and production requirements (rarely), to 
meet market demand and to keep production uninterrupted. According to the commercial 
manager, the firm's purchase policy is also to decrease inventory holding costs, but not as 
a sole objective. The firm forecasts its materials purchase requirements in order to 
establish the quantity on hand and on order during lead time (rarely) and to meet its 
production demands mainly. The base that the fimi uses to estimate materials purchase 
requirement is mainly its past experience, forecasted sales volume, and management 
opinion (rarely). Terms of firm's purchasing is mainly credit but rarely cash also. 
According to the commercial manager, trend of the suppliers are not to provide credit, but 
they can not strictly follow it. 
Contacting, contracting and controlling of suppliers Heinz India Ltd. makes efforts to 
find suppliers by getting in contact and describing the materials to potential suppliers. 
According to the commercial manager, the costs of the efforts made to find suppliers are 
significant and therefore relevant for the management. Heinz applies the cheapest channel 
for contacting the supplier. When entering into contract with a potential supplier the firm 
evaluates the proposal and negotiates the agreement and the manager believes that the 
costs are relevant to attract managerial attention. Heinz enters into contract with supplier 
by making routine contract agreements and making terms known in advance. According 
to the commercial manager Heinz use same approaches for controlling g the suppliers. 
Overall, according to the commercial manager, the costs of contacting, contracting and 
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controlling suppliers are relevant to the management. Therefore, management uses 
approaches like choosing the cheapest channel of communication, making its terms of 
agreement known to its suppliers in advance, developing long lasting relationships, 
managing by trust and routine contract agreements but it does not employ lawyers or 
purchase agents. 
7. C.3.2. Management of sales operations 
In this section purpose of study is if Heinz creates value by managing working capital 
operations of sales. With this objective in mind mangers were asked questions on sales 
policy, selling and distribution techniques, sales activities and costs, approaches of 
contacting, contracting and control of customers. For detailed information on managing 
working capital operations of selling see Response Table section (7.B.3.2). 
Sales Policy According to the firm's commercial manager, Heinz sells its products to 
general public through wholesaler, dealer and retailer network. It also sells to big 
corporate and government (defense Ministry). According to the commercial manager, 
Heinz approach to find markets for its products is by getting directly in contact with 
potential customers in corporate and in government also. The firm sends market 
investigators to ask shops, and restaurants if they are willing to buy which it will bring to 
their place of business, free of charge. So if they are willing they become regular 
customers. The firm does not make any other effort like, attending trade fairs and 
exhibitions, distributing free samples for promotion or describing the goods to potential 
buyers. The firm sells on cash basis to small customers and on credit basis (using the 5 
Cs) to the larger customers and government firms. According to the commercial manager, 
the reason why it makes preferential customer treatment is because of the trust factor. He 
says: "the larger private firms and all government firms are highly trusted and will not 
fail to pay back their debt, while the small retail buyers buy small amounts whose 
collection cost and efforts does not warrant the credit selling and may not pay back on 
time". Its sales objective is to take care of regular customer demands. In interview with 
the commercial manager, it is understand that the firm s other sales objective is to 
decrease inventory holding costs. It forecasts its sales requirements in order to forecast 
future demand, inventory usage but not to determine the quantity on hand and on order 
during lead-time and safety stock. The firm uses statistically forecasted sales as a base to 
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plan the sales volume along with past experience and management opinion but not the 
opinion of the sales staff. 
Contacting, contracting and controlling customers Heinz contacts its customer by 
directly approaching potential customers. It also negotiates the sales agreement with 
potential customers, including the terms of sale and evaluates the proposed purchase 
terms of its customer. However, the firm does not sign the agreements with small 
customers but they sign routine contract with big corporate and government bodies. 
Heinz also relies on the commitment and trust of its customers. However, according to 
the commercial manager's experience the probability that customers will back down from 
their agreement is none and if partners back down the loss is small and it is not difficult 
to find another customer. Finance manager reveals that firm manages customer back 
down by negotiating end stop dealings until bills are settled. Moreover, he believes that 
the overall costs of contacting and contracting customers are not relevant to the 
management. But cost of controlling is given Televance by the manager. Therefore, it uses 
approaches such as making terms of agreement known in advance, developing long-
lasting relationships and routine contract agreements but it does not employ lawyers or 
sales agents. 
7. C.3.3. Management of working capital operations - comparison of MNCs 
Management of purchase operation The managers of Nestle reported that they purchase 
materials mainly to take advantage of quantity and cash discount, to decrease inventory 
holding cost, meet market demand, and to keep production running. These firms rarely 
use purchase policy to decrease purchase ordering costs. While, Cadbury purchases 
material mainly to decrease inventory holding costs and to meet seasonal production 
requirement. But it rarely purchases to take advantage of quantity and cash discounts. 
They all forecast the purchase of materials based on past experience and forecasted sales 
volume; however. Nestle and Cadbury also use management opinion. All the three firms 
purchase on both cash and credit terms. The costs of the efforts made to contact, contract 
and control suppliers are relevant to some extent to all the MNCs. For Cadbury main 
relevance is of phase of contacting and controlling. While for Nestle it is only contacting 
that is of relevance in purchasing cost. Moreover, the commercial managers of all firms 
replied that they use approaches such as choosing the cheapest channel of communication 
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and making terms of agreement known in advance to contact suppliers as well as having 
routine contract agreement with terms known in advance during contracting. They install 
routine control procedures with terms known in advance to both partners as control 
measures. However, none of them employs lawyers or purchase agents to manage the 
costs of contact, contract and control of suppliers (see also Response Table section 
(7.B.3.1). 
Management of sales operation All MNCs sell their products in the national and 
international market. The commercial managers of all MNCs said that the objective of 
their sales policy is to satisfy customer demands, to decrease inventory holding costs 
(except Heinz), to meet seasonal sales requirements and expand market. All three MNCs 
forecast sales mainly based on past experience and also use statistical forecasts while 
Heinz and Cadbury also use management opinion. All the MNCs use sales staff opinion 
for forecasting purpose rarely. All the MNCs forecast sales in order to estimate future 
demand and inventory usage, while Nestle also has the objective of forecast quantity on 
hand and on order and safety stock need. Cadbury also identifies the forecast of safety 
stock as the purpose of sales forecast. 
The MNCs produce for the general market as well as they also produce by the order of 
specific customers like big corporate and government. Heinz, Nestle and Cadbury ensure 
that their customers do not back down from their agreement by having a written contract. 
The firms reported from their experience that there is no probaoility of customers backing 
down from their agreement and the difficulty of getting another customer is small. All the 
MNCs choose the cheapest channel of communication to contact customers and they 
enter into routine contract agreements with terms known in advance of transaction to get 
into contract and control customers. All firms do not employ sales agents or lawyers to 
facilitate the contacting, contracting and controlling customers. All the firms indicated 
the relevance of controlling phase of customer with cost of sale mainly, while rarely they 
agree for the contacting and contracting phase also. All the firms are agreeing with cash 
and credit terms of sales. 5Cs and repeat sales are the mjin credit sales standards for all 
the firms. 
Concluding remarks As a result of the data collected through interviews and 
questionnaires it can be concluded that the MNCs use relatively better approaches to 
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manage the levels of their working capital investment compared to the co-operatives and 
private firms. All the MNCs apply a credit policy both with their suppliers and customers. 
However, their credit sales policy depends on the nature and the trust they have in the 
customer. The trust depends on whether their partner is government or privately (small or 
big) owned. Government firms/bodies are trusted and are offered credit. While their 
policy, towards private firms, depends on the experience and the size (using the 5C's as a 
measuring criteria) of the firms. Larger the size of the firms the more is the possibility 
that the credit applicant will get credit. The MNCs are also observed to control the 
holding costs of working capital investment levels more efficiently than co-operatives 
and private firms. They make explicit agreements with their suppliers and customers to 
minimize repetitive contacts and contracts, which increases trust in each other and 
eliminates strict controls. These measures are believed to create value to the firms 
because they decrease the costs of inter-firm transactions and increase revenues. This is 
substantiated by the fact that all the MNCs have net promts, net cash inflows and good 
performance indicators (See Response Table section (7.B.3.4). 
7. C.4. Performance evaluation of working capital decision 
Up to this section, it is dealt with the approaches of managing working capital - internally 
applied by the MNCs. Here, it is explored if they evaluate the performance of their 
working capital related management decisions, and if they do what type of performance 
measurement criteria they apply. Particularly managers were asked what type of 
performance measurement criteria they use to measure their performance and how they 
evaluate the result of their decisions. For supporting data to this section refer to Response 
Table section (7.B.3.3.) 
Evaluation of the result of their decisions is also done as it is reflected in the firms' ten 
year (1998 - 2007) financial statements. For this, various types of financial performance 
indicators are applied using the approach of ratio analyses. For detailed information on 
financial analyses of working capital decisions, refer to Response Table section (7.B.3.4) 
(Heinz India Ltd) and 7.B.3.5 (comparative financial analyses of the MNCs). 
Performance measurement and evaluation criteria According to the firm's financial 
manager, Heinz India Ltd evaluates the performance of its working capital decisions 
mainly by comparing the actual with expected and by comparing inter-firm benchmarks, 
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occasionally it also compare performance of its past wit'^  the present. Moreover, as it is 
indicated in Response Table section (7.B.3.3), the financial manager did not indicate any 
specific accounting based criteria he uses to measure the firm's performance. However, 
the firm uses customer satisfaction criteria particularly on minimizing cost by allowing 
quantity discounts. For improving quality of the product Heinz applies decreasing defect 
rates, maintaining higher customer retention rates as well as providing higher customer's 
perceived value of goods. According to the finance manager Heinz improves 
communication with customer by following the policy of fast delivery and response time. 
Moreover, by taking data from the firm's financial statements, researcher computed 
accounting based performance measurement and evaluation criteria to study the firm's 
financial position. It is divided the evaluation of Heinz's financial performance into three 
sections. First, it is studied the investment composition using asset structure ratios. 
Second, the liquidity and short-term financing composition ratios are used to evaluate 
efficiency of the firm's working capital financing and liquidity position. Third, activity 
and profitability ratios are used to study the firms overall efficiency in turning over the 
working capital assets and generating profit. Response Table section (7.B.3.4) contains 
the financial analysis of working capital decisions referring to Mother Dairy's 
investment, financing and operational performance. Finance manager of Heinz 
represented that firm checks its liquidity by mainly current ratio, while it checks its 
operational efficiency mainly by inventory and receivables turnover. Financial efficiency 
is checked by the use of inventory to working capital, receivable to working capital and 
working capital to total assets (occasionally). From interview it is evident that short-term 
debt leverage of Heinz is monitored by calculating, current debt to total debt, and total 
debt to total equity. Firm's profitability is tracked by computing gross profit margin and 
return on total assets investment. 
7. C.4.1. Performance evaluation of working capital investment 
Working capital investment composition financial statement data was analyzed to find 
the composition of Heinz India's investments. Researcher used asset structure ratios 
particularly working capital to total assets and its breakdowns - inventory, receivables 
end cash to working capital. Financial statements for all the years of study were not 
available from Prowess (CMIE Data Base), so only available years' data is used. 
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Research used the terms "inventories" and "stock" as well as "accounts receivable" and 
"debtors" inter-changeably. 
Working capital to total assets ratio As Response Table 7.B.3.4 reveals, asset structure 
ratios of Heinz India for the study years studied reveal that current assets to total assets is 
an average of 52.33%. As it is indicated by Figure 7.A the firm's asset structure 
decreased sharply from 2000 onwards. As it is revealed by Figure 7.A, the short-term 
debt compared to the total assets accounted to a zero percentage implying that short-term 
debt was not used to finance the total assets to any extent. 
In order to study the composition of each working capital element in the total working 
capital investment, researcher computed inventory to working capital, receivables to 
working capital and cash to working capital. The computations revealed a study year 
average of inventory to working capital of 41%, receivables to working capital of 28.8% 
and cash to working .;apital of 30.1%. For the trend over the years, see Figure 7.B. 
Figure 7.A: Asset Structure and Short-term .Debt Leverage 
Heinz India Ltd. (1998-2007) 
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Concluding remarks Generally the investment in working capital is not large when 
compared with the global norm. From the detailed computations (Response Table 
7.B.3.4) it can be observed that Heinz India's major working capital investment is in 
inventories and idle cash. The investment in receivables is minimal (28.8%), indicating 
the firm's lack of credit policy. Its inventory investment has shown a decrease from 1999 
to 2003 and then sharp increase. 
Part IV of the Thesis 
MNCs Dairy Firms 289 
Figure 7.B: Working Capitai Investment Composition - l-leinz 
India Ltd. (1998-2007) 
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Investment in cash is increased sharply from 2000 to 2003 and then decreasing. Overall 
the inventory level has remained at an acceptable range because the firm does not keep 
inventory for a long time due the perishability of the inventory, and high demand for its 
products. The trend m the investment in cash balances is observed to be the opposite of 
inventory. It revealed a very sharp decrease in 2003 when the inventory balance 
increased, indicating that the increase in the level of inventory caused the cash levels to 
diminish. The work ng capital to total assets ratio has gradually decreased over study 
years. 
7. C.4.2. Performance evaluation of working capital financing 
Researcher analyzed Heinz India's financial statements using liquidity and short-term 
financing composition ratios in order to evaluate its liquidity position and to study how 
the firm's investments are financed. 
Liquidity position The liquidity position of Heinz India is analyzed using current and 
quick ratios, which respectively show a study year ave.age of 1.8 and 0.87 times the 
current liabilities. This also supports the firm's deteriorating asset structure. (See Figure 
7.C). Both the liquidity indicators show decreasing trend over the study period and are 
moving below global standards that indicate the matter of concern for the management 
regarding liquidity. Observations are giving the signal of liquidity problem for the Heinz 
India Ltd. 
Short-term financing composition As it is indicated in Response Table 7.B.3.4 short-
term financing of Heinz India is composed mainly of trade creditors which on the average 
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accounted for 72.5% of the total. The remaining 27.5% is other including over draft 
accruals and credit limits offered by banks, (see also figure 7.D.). 
Figure 7 .C: L iquidi ty Posit ion - He inz India Ltd . (1998-2007) 
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F i g u r e 7 .D: W o r k i n g C a p i t a l F i n a n c i n g Compos i t ion - He inz 
I n d i a L t d . (1998-2007) 
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7, C,4.3. Performance evaluation of working capital operations 
Activity and profitability ratios are used to study the efficiency and profitability of Heinz 
India's working capital operations. More data on the performance evaluation of working 
capital operations is indicated in Response Table 7.B.3.4. 
Operational efficiency of working capital activities The firm's financial statement data 
are analyzed using activity ratios to study the efficiency of the firm's operations of 
purchasing, cash payments, selling and cash collections. Activity ratios show the 
efficiency of managing working capital items or how fast receivables, payables and 
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inventories are converted or turned over. The ratios include, inventory turnover, accounts 
receivable turnover and overall working capital turnover. In order to simplify the analysis 
days, that inventories and receivables are held, are also computed. 
Inventory turnover of Heinz India indicates average annual cost of goods sold is 6.9 times 
average inventory, which means that inventory was held 53 days during the year on 
average. Receivable turnover shows that, annual sales is 11.2 times average receivables, 
that is receivables were turned over every 40 days. Overall working capital turnover 
shows that sales is 2.8 times the average current assets. As it can be observed from Figure 
7.E that all the turnovers have been at their lowest value in 2000 and then improved in 
2003 and 2004. Inventory turnover has improved at the highest rate followed by the 
receivable turnover. However, receivable turnover is still low and therefore indicating the 
need of change of credit collection policy. 
Figure 7.E: W o r k i n g Capi ta l Activity - H e i n z India Ltd. (1998-
2007) 
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Concluding remark The receivables turnover ratio shows a .elatively large period taken 
to collect receivables possibly due to inefficient receivables collection management. 
However, the inventory turnover ratio indicates a relatively fast moving inventory. This 
implies that the days inventory is held is relatively small while the average receivables 
collection period is long. Again, overall working capital turnover is rather low and does 
not give a promising indication as to the efficient utilization of working capital 
investment. 
Overall profitability researcher computed profitability ratios (operating profit margin, net 
profit margin and return on assets) to study the efficiency of the firm's operations in 
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generating profit during the seven years. Profitability ratios relate the firm's profit to 
sales, costs and assets invested. The firm's operating profit and net profit margins are an 
average of 16.1% and 9.7% of the annual sales respectively. The return on assets shows 
that the net profit after tax is on the average 14.7% of total assets. However, a reference 
to figure 7.F indicates that the operating profit and net profit margins of Heinz India are 
continuously deteriorating since 2000. Decre4ase in ail the three indicator of profitability 
is sharp in 2003, in 2004 all the measures are found in the range of 5%. It indicates that 
management lost its focus in taking the care of profitability over study years. 
Figure 7 .F: O v e r a l l Prof i tabi l i ty - He inz India Ltd . (1998-2007) 
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Cashflow analysis Table 7.A revels that the net cash flows of Heinz India was positive 
during the first three years but finally decreased to negative in 2004. It can also be 
observed that on average inventories increased, receivable decreased and creditors 
increased so inventory is having negative impact on cash flow, receivables positive and 
creditors negative effect. However, the percentage effect of the individual items indicate 
that inventories contributed 4.3% of the decrease in net cash flows while receivables 
made a positive contribution of 1% and creditors made a negative contribution of 23% 
respectively. The fact that the overall net cash flow ended up at a positive average implies 
other items were the major sources of cash for the firm. 
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Table 7.A: 
A. Annual Net Cash Flow 
B. Net Cash Flow to Total Assets 
C. Annual Changes 
Increase (-), Decrease: Stock* 
Increase (-), Decrease: Debtors* 
Increase, Decrease (-): Creditors** 
D. Annual Percentage Effect on NCF 
Increase (-), Decrease: Stock* 
Increase (-), Decrease: Debtors* 
Increase, Decrease (-): Ci-editors** 
Others 
*(Yearl-Year2). **(Year2-YearI) 
Cash Flow Analysis - Heinz India Ltd 
Dec-99 
0 
0 
-24.03 
-58.74 
12.32 
Dcc-00 
0 
0 
20.43 
58.68 
3.22 
Dec-03 
63.82 
21.49328 
-2.72 
0.65 
15.08 
-4.26199 
1.01849 
23.62896 
-20.3855 
Dec-04 
-4.9 
-1.66865 
Average 
14.73 
4.956157 
-2.10667 
0.196667 
10.20667 
-4.26199 
1.01849 
23.62896 
-20.3855 
Concluding remarks The profitability measures sliow that the firm has a sound profit 
position. The firm has maintained the supply of materials through its inter-firm relations 
with the firms producing milk. This has enabled the firm to purchase raw materials at 
favorable terms and lowers its cost of production. Moreover the firm's sizeable profit 
margin could also be attributed to its increasing demand, which the firm may get 
difficulty to sustain if more competitive private firrs would come in the future. 
However, the decreasing trend of its operating and net profit margins as well as return on 
assets indicates a demanding problem which needs further study and analysis. 
7. C.4.4. Performance management - comparison of MNCs firms 
In this section researcher makes a comparative analysis of the impact of management's 
decisions on the MNCs firms' investments, financing and operations. For more 
information refer to Response Table 7.B.3.3 for comparative performance measurement 
and evaluation criteria and Response Table 7.B.3.5 for comparative accounting based 
performance evaluation. 
Performance measurement and evaluation criteria According to their financial 
managers, all three MNCs firms evaluate performance of their working capital 
investment decision using comparative analysis of past versus present (except Heinz 
India), actual versus expected and inter industry benchmarks. They apply communication 
based particularly having the policy of fast delivery and response time to satisfy their 
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customers. They also take care of their customers by allowing quantity discounts and 
having fast response to their demands. All the three firms also increase the quality of their 
products by decreasing defect rates, maintaining higher customer retention rate and by 
providing higher customer perceived value. Heinz India, Cadbury India and Nestle India 
apply some accounting based performance measurement pud evaluation criteria. All three 
MNCs firms evaluate their liquidity using current and quick ratios, their working capital 
activity using inventory and receivables turnover ratios, their profitability using operating 
profit, return on working capital and return on total assets. While they also evaluates its 
working capital activity using their working capital investment composition using 
inventory, receivables and working capital to total assets. The computation of the firms' 
accounting based performance indicates the following results. 
Investment the efficiency of managing overall investment is evaluated by analyzing asset 
structure ratios. The average current assets to total assets for Heinz India, Cadbury India 
and Nestle India are 52.3%, 42.2% and 41% respectively. The average working capital 
investment composition of inventory, receivables and cash to total working capital 
respectively shows 41.1%, 28.8% and 30.1% for Heinz India, 46.3%, 36.2% and 13.4% 
for Cadbury India and 60.3%, 32.4% and 4.3% for Nestle India. Heinz India with 52.3% 
recorded the highest current assets to total assets ratio while Nestle India had only 41% of 
its assets invested in the current. 
Financing researcher used liquidity ratios (current and quick ratios) and composition of 
short-term financing to study the liquidity position and short-term financing management 
of the MNCs firms. The current and quick ratio positions respectively are an average of 
1.8 and 0.8 for Heinz India, 1.4 and 0.5 for Cadbury India and 0.7 and 0.3 for Nestle 
India. Only Heinz is close to the global norm of liquidity, otlier two firms Cadbury and 
Nestle are much below the global norms for both current and quick ratios and it can 
therefore be conclude that they have a problem of liquidity. 
The composition of trade creditors, short-term bank loans, and others are respectively 
72.5%, 0%, 72.5%, for Heinz India. Short-term financing composition for Cadbury India 
as indicated earlier was composed of 84.6% trade creditors, 0% short-term bank loans, 
and 15.4% other accruals. Moreover, that of Nestle India was 48.6%, 0%, and 51.3% 
respectively for trade creditors, short-term bank loans, and other accruals. The MNCs 
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firm use different sources of short-term financing. While Heinz India used both trade 
creditors and other sources such as dividend payable and provision for taxation, Nestle 
used mostly accrual. Cadbury India used trade creditors and other sources such as bank 
overdraft. 
Operations MNCs firms' efficiency in managing overall operations is also studied the by 
analyzing activity and profitability ratios. The activity ratios, for the three firms, Heinz 
India, Cadbury India and Nestle India show an average inventory turnover of 6.9 (or 52 
days), 9.4 (or 38 days) and 9.5 (or 37.6days), respectively. Accounts receivable turnover 
reveals 11.2 (or 32 days), 14.4 (or 24.9 days), and 18.6 (or 19.2 days) respectively. 
Working capital turnover was 2.8, 4.3 and 5.7 respectively. The inventories, receivables 
and overall working capital turnovers for all the MNCs firms are average not low. 
Moreover, relatively. Nestle registered the highest Heinz registered lowest turnover in all 
the working capital activity ratios. 
Profitability ratios for Heinz India, Cadbury India and Nestle India show an average 
operating profit margin of 16.1%, 10.9% and 15.1% respectively while net profit (loss) 
margin was 9.7%, 6.9% and 6.3% respectively while the return on assets was 14.7%, 
11.4%, and 22.1% respectively. No MNC has recorded the loss for study period. Heinz 
has recorded maximum operating and net profit, while Nestle has recorded maximum 
return on total asset. Cadbury has recorded minimum for al the three measures of 
profitability. 
Cash flow analysis Comparison of the net cash flows (table 7.B) of the MNCs firms 
revealed that all the MNCs except Cadbury have decreasing trend to net cash flows. 
Moreover, inventory and creditors increased on the average for the firms during the years 
for all the MNCs firms. Creditors made the largest impact on net cash flows for Heinz 
India, Debtors made the largest impact on net cash flows for Cadbury India and Inventory 
made the largest impact on net cash flows for Nestle India. Factors other than inventory, 
receivables and creditors have also played key role for net cash flow in case of Cadbury 
India and Nestle India. 
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Table 7.B. Comparative cash flow analysis 
A. Annual Net Cash Flow 
B. Net Cash Flow to Total Assets 
C. Annual Changes 
Increase (-), Decrease: Stock* 
Increase (-), Decrease: Debtors* 
Increase, Decrease (-): Creditors** 
D. Annual Percentage Effect on NCF 
Increase (-), Decrease: Stock* 
Increase (-), Decrease: Debtors* 
Increase, Decrease (-): Creditors** 
Others 
Heinz India 
Ltd 
14.73 
4.956157022 
-2.106666667 
0.196666667 
10.20666667 
-4.261986838 
1.018489502 
23.62895644 
-6.795153035 
Cadbury ndia 
Ltd 
-1.496 
-0.08722 
-10.8711 
-1.42444 
32.97111 
-25135.6 
-33401.4 
20843.8 
37693.21 
Nestle India Ltd 
10.878 
1.241747 
-21.8589 
-2.27 
36.31667 
-2396,47 
327.1949 
-934.757 
3004.035 
Concluding remarks Asset compositions of the NfNCs firms show that an average 
proportion (an overall average of 45.2%) of the total investment is in current assets. The 
liquidity ratios indicate that the firms have differing degrees of liquidity. Nestle India has 
a problem of liquidity and Cadbury India is marginally liquid while Heinz India has 
normally acceptable liquidity range. Operational performance indicators for Heinz, 
Cadbury and Nestle India indicate good inventory turnovers, resulting in a moderate 
periods that the assets are held and the overall working capital turnover for Heinz is low. 
These good tumov( rs have resulted in generating good profit for all the MNCs firms. 
Comparatively Nestle India has the highest inventory and receivables turnovers, shortest 
period receivables and inventory are held and this has intern resulted at the second 
highest net profit margin and highest return on assets, which is a sign of relative success. 
7. D. Managing working capital externally - supplier and customer linkages 
This section explores if the MNCs share proper inter-firm co-operation on the primary 
activities on both the supplier side and the customer side. With this objective in mind 
firms' financial and commercial managers are asked i." and how they co-operate with 
their supplier and customer linkages on the primary activities as well as on purchase and 
inventory management. Then it is asked what benefits they get as a result of their co-
operation or why they do not co-operate. First, researcher reviews the response of one of 
the MNC - Heinz India Ltd and compares the responses of two other MNCs. Then the 
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responses of the suppliers and customers are examined. For detailed information on 
management of working capital externally and inter-firm co-operation, see Response 
Table section (7.C.1) - for the responses of firms on firm-supplier co-operation section 
(7.C.1.1) and firm-customer co-operation section (7.C.1.2), Response Table section 
(7.C.2) - for response of customer and Response Table section (7.C.3) - for responses of 
supplier. 
7. D.l. Co-operatiou between Firm-supplier 
7. D.1.1 Response of the main firm - Heinz India Ltd 
The objective of studying firm-supplier co-operation in this section is to know if Heinz 
India creates value by co-operating with its suppliers so that it decreases costs of inter-
firm transaction relation by managing supplier linkages. Firm's managers are asked if and 
how they co-operate on primary activities including purchase and materials inventory 
management and what benefits they get as a result of •heir co-operation or why they do 
not co-operate. 
Firm-supplier co-operation on primary activities 
According to the commercial manager, the primary activities that Heinz India mainly co-
ordinates with its supplier include, inbound activities (shipment, storing, inventory 
control and material handling), and production operation (product testing, facility 
operations and timely availability of raw material). However, it has weak suppliers' co-
operation with its suppliers on activities related to marketing and sales (except value 
evaluation of delivery of inputs) and after sale services (parts supply and product 
adjustment). Infrequently Heinz also cooperates on distribution to production (inbound 
activity), equipment maintenance (production operation) and customer training. 
Firm-supplier co-operation on purchase and inventory management 
Heinz India co-ordinates its materials purchase and inventory management with suppliers 
by specifically agreeing on the quality and quantity of materials to be purchased, the 
terms of transportation as well as supplying the materials purchased just in time for 
production. 
However, the firm's co-operation policy is uniform with all the suppliers because the 
commercial manager believes it is important to co-operate with all suppliers. But there 
are always some suppliers who lack the willingness to co-operate. Moreover, the 
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financial manager believes that this co-operation reduces the cost of inventory carrying, 
the time and cost of purchasing materials and in creating ^irm-supplier trust. 
Moreover, according to the commercial manager, this results in a mutual benefit and two 
way co-operation between Heinz and its suppliers. 
Concluding remarks Heinz is co-operating with its suppliers to seek the benefits of 
cooperation but this cooperation is not taken as a strategic issue by the management, 
therefore, there is not well defined policy from top management on this issue. Suppliers 
are also not co-operating with a specific policy. Moreover, some time co-operation is also 
based on the nature of the dairy product and specific need of the dairy sector. But it is 
clear from interview with commercial manager that co-operation helps the firm and its 
suppliers to remain closely linked and minimize the cost of the firm's contact, contract 
and control and in being more profitable. 
7. D.1.2 Firm-supplier co-operation - comparison of private firms 
Firm-supplier co-operation on primary activities Heinz India, Nestle India, Cadbury 
India replied positively to firm-supplier co-operation on primary activities (see Response 
Table section (7.C). They reported that they co-operate with their suppliers on inbound 
activities (shipment, storing, inventory control and material handling) and production 
operations (product testing, facility operations and timely availability of raw material). 
However, all private firms have weak suppliers' co-operation with its suppliers on 
activities related to marketing and sales (except value evaluation of delivery of inputs) 
and after sale services (parts supply and product adjustment). 
Firm-supplier co-operation on purchase and inventory management 
Heinz India, Nestle India, and Cadbury India co-ordinate their materials purchase and 
inventory management with suppliers by specifically agreeing on the quality and quantity 
of materials to be purchased, terms of transportation as well as supplying the materials 
purchased just in time for production. However, as a result of its co-operation Nestle and 
Cadbury replied that they gets benefits such as decrease cost ordering materials, decrease 
the time needed to purchase materials and costs of ordering and purchase as well as in 
creating inter-firm trust. 
Where the firms are not co-operating with their suppliers they replied that it is because 
the firms themselves do not have the specific policy and their suppliers have not 
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developed the business culture of co-operation. The commercial managers Nestle and 
Cadbury reported that they have selective policy because they do not see the benefit of 
co-operating with all their suppliers. 
Concluding remark It is concluded from the findings of the MNCs' management of 
working capital operations and levels that MNCs have fully develop the efficiency and 
supplier linkages of co-operation. They are getting the benefits of co-operation in 
different fields. Only thing missing is that all the MNCs do not have any specific policy, 
regarding co-operation with suppliers, finalized by top management. Firms co-operate 
with the suppliers in their transactions, but some time it is the due the nature of 
operations of dairy industry. For some specific transactions particularly incase of milk 
procurement firms have no option but to co-operate on certain grounds. Firms are not 
experiencing maximum benefits of co-operation due to it? unplanned nature. But it is the 
feeling of all that firms can gain benefits by working on this dimension. 
7. D.1.3. Response of supplier 
In order to answer section 2(c) of the second research question "In what way selected 
MNCs agribusiness (Dairy) firms in the manufacturing sector in India manage their firm-
supplier linkages", researcher had to find the response of their suppliers. Firm-supplier 
co-oneration was evaluated on primary activities and on sales and inventory management 
as well as related benefits or the reasons for non co-operation. Supplier evaluation of firm 
efficiency is also studied. So, researcher approached the commercial manager of a sugar 
company (Ridhi Sidhi), who is not bound to supply to Heinz India by any contract but by 
mutual concern they have agreement to supply sugar to Heinz India. Study of an 
independent supplier is targeted to know the actual status co-operation with firm. 
Firm-supplier co-operation on primary activities The commercial manger of sugar 
company believes that the two firms co-operate on the primary activities like production 
operations (equipment maintenance, product testing and facility operations), outbound 
activities (finish goods ware housing, material handling, delivery vehicle operation and 
order processing), marketing/sales (sales and purchase channel selection and value 
evaluation of delivery inputs) and after sales service (product adjustment). According to 
the manager of Ridhi Sidhi, behavior of Heinz is satisfactory with it regarding purchase 
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operation and both have developed inter-firm linkages to take the benefits of co-
operation. 
Firm-supplier co-operation on sales and inventory management The supplier of Heinz 
believes that it efficiently co-operates its sales and inventory management with its 
customer. The co-operation reported is on credit transactions without and without 
discount and in providing goods when just needed but not on exchanging skilled staff. 
The commercial manager is satisfied with the purchase, shipment and transportation 
system of Heinz. The manager believes that this type of co-ordinafion is mainly because 
Heinz has developed the business culture of coordinating its inventory and purchase 
activities. However, he is of the opinion that, Sugar Company does not have the specific 
policy on customer co-operation but it sees the benefit of closely co-operating with a 
specific customer. Moreover, the limited co-operation helps in decreasing the time need 
to sell and the costs of selling goods, to minimize the costs of transportation, decreasing 
the carrying cost of finish goods inventory and decreasing the cost of selling. 
Supplier assessment of firm efficiency The manager's opinion is that Heinz India is 
efficient in its payment habits as well as in its marketing approach and purchase order 
processing. The Sugar Company and Heinz exchange special services most frequently on 
product quality, and on employee training, but not on advertising promotion and sales 
force. Generally, the sugar manager believes that the co-operation between the two firms 
is good mainly because Heinz India is efficient in providing transportation, storage, order 
processing, quality testing and customer treatment. 
Concluding remarks Commercial manager of both Heinz and Ridhi Sidhi represented 
mutual co-operation on sale transactions among them. But it is obvious that this co-
operation is self generated in the process not planned b> the top management of any of 
the firm as policy matter. Even though there is good co-operation between supplier and 
firm but they generally give the preference to their own benefits and some time they 
don't co-operate if they find the opportunity to make profit without co-operating that may 
give loss in future. Therefore they only want to co-operate in the matters where they are 
being benefited, other wise they don't co-operate. It is due to unplanned nature of co-
operafion among them, if it is planned as a policy matter then the situation may be 
improved. 
Part IV of the Thesis 
MNCs Dairy Firms ^°^ 
7. D.1.4. Firm-supplier co-operation - comparison of suppliers of privatized firms 
In order to get a comparative response of firm-supplier linkages, researcher approached 
the suppliers of the Nestle India and Cadbury India. Selection of the suppliers is done 
with the main firm opinion but it should be independent in supplying and should not bind 
to supply by any board or law. These suppliers include, Simbhaoli Sugars Ltd. Of Mother 
Dairy, Anirudh Foods Ltd. Of Kwality Dairy and Parag Dairy of VRS Foods. The 
responses of the two suppliers follow and for more information refer to Response Table 
section (7.C. 1.2). 
Firm-supplier co-ordination on primary activities According to the suppliers of Nestle 
India and Cadbury India the two firms co-operate .^ n primary activities including 
outbound activities (Finished goods warehousing, material handling, order processing 
and delivery vehicle operations), production operations (product testing and facility 
operations), marketing and sales (value evaluating of delivery of inputs) and on after 
sales services (parts supply and product adjustment). Heinz is exception in co-operation 
for equipment maintenance as a part of production operation and sales and purchase 
selection, while Cadbury is exception in parts supply co-operation. 
Firm-supplier co-operation on sales and inventory management: The suppliers of 
MNCs believe that they co-operate their sales and inventory management with their 
customers on credit transactions with and without discount and providing with goods 
when just needed by the customer but not on exchanging skilled staff. The suppliers 
believe that this co-ordination is mainly because the MNCs also co-operate. However, 
their opinion is that, it is not because they do not have the policy (surely not a specific 
policy) on customer cooperation or that they do not see the benefit but each firm want to 
maximize own profit without considering the role of the other firm in its operations. 
Therefore there are problems due to lack of co-ordination. Moreover, the limited co-
operation helps them to decrease the time needed to sell and the cost of selling goods and 
carrying inventory as well as it assists in creating inter-firm trust, but not in decreasing 
the cost of ordering. 
Supplier assessment affirm efficiency Both suppliers of Nestle and Cadbury agree that 
the firms are efficient on their processing purchase orders, bilateral communication (other 
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than Cadbury), marketing approach (other than Nestie) and payment habits. However, it 
is only the supplier of Mother Dairy who believes that the firm is efficient in using the 
supplier services also. 
Concluding remarks As a result of the interviews conducted and questionnaire responses 
received from the suppliers of the MNCs, it is concluded that the firms have parallel 
policy on firm-supplier co-operation. All the firms co-operate with its supplier on an 
equal footing using collaborative tactics. Therefore, the suppliers of MNCs are satisfied 
and willing to co-operate in the future. A clear indication is found that the firm-supplier 
linkage of MNC is comparatively better than private firms. One of the reasons may be 
that culture of co-operation is more developed in developed countries to which MNCs 
belong comparatively to India. 
7. D.2. Firm-customer linkages 
In order to study how efficient MNCs manage their customer linkages researcher asked 
their commercial managers about what and how they co-operate on primary activities, 
sales operations and inventory management. It was also inquired on the benefits the 
MNCs get as result of their co-operation or why they do not co-operate and whether the 
firms assess their customers' opinion. 
7. D.2.1. Responses of the central firms -Heinz India Ltd. 
This section deals with the firm-customer co-operation from the point of view of Mother 
Dairy. For more information refer to Response Table section (7.C.1.2). 
Firm-customer co-operation on primary activities According to the commercial 
manager, the primary activities that Heinz India strongly co-ordinates with its customers 
include, production operations (packaging, product testing and facility operations), 
outbound activities (delivery vehicle operations, materials handling and order processing 
as well as finished goods warehousing). Its customer co-operation also includes on 
marketing and sales particularly with respect to the advertising, promotion, sales channel 
selection and sales force. The firm has weak inter-firm co-operation, with its customers in 
all activities related to after sale service (other than customer training and product 
adjustment). 
Firm-customer co-operation on sales and inventory management According to the 
commercial manager of Heinz India, the firm co-ordinates its sales and inventory 
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management with customers by specifically agreeing on the transportation terms, quality 
and quantity of goods to be produced and sold on the basis of just in time. According to 
the financial manager the benefits that the firm gets is increasing sales, cost of carrying 
inventories and create trust of your supplier but the co-operation does not help in 
minimizing the cost of transportation. 
Customer assessment The firm gets the feedback of customer's opinion on the quality of 
its products and services by allowing them to return any product with inferior quality and 
making strict quality control at the production floor as well as make periodic assessments 
on customer opinion. But it does not allow customer to pay only if the products are as per 
their expectations. 
Concluding remarks Heinz is supplying Ghee (sampriti), Glucose, Complan and Tomato 
catch-up in the market. Sampriti is being supplied to defense as well as to retail 
customers. Glucose, Complan and Catch-up is being supplied to retail as well as big 
private and government customers. For its every product Heinz has tough competition 
from MNCs as well as national players. This has motivated the factory to co-operate with 
its customers on primary activities, sales and inventory management. Heinz has 
developed a healthy environment of co-operation with its customers and benefit of which 
are reported by finance and commercial mangers and are also evident from the figures of 
sales and costs of transportation. Reasons for this co-operation may be international 
exposure as well as tough competition; other wise manager has revealed that he has no 
policy from top management regarding the customer co-operation. 
7. D.2.2. Firm-customer co-operation - comparison of MNCs 
Firm-customer co-operation on primary activities The managers of Heinz India, Nestle 
India and Cadbury India responded that they strongly co-operate with customers on 
production operations (particularly - packaging, product testing and facility operations) as 
well as on outbound activities (such as materials handling, delivery vehicle operations, 
finished goods warehousing and order processing). They all co-operate on all the issues 
of marketing and sales also. For after sales services they all co-operate on customer 
training and product adjustment. The MNCs have weak co-operation with customers in 
installation, repair and parts supply (other than Cadbury) as a part of marketing and after 
sale service. 
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Firm-customer co-operation on sales and inventory management According to the 
commercial managers of India, Nestle India and Cadbury India, they cooperate with their 
customers on all the issues of sales and inventory management. They specifically have 
mutual agreements on the transportation terms, quality and quantity of goods to be 
produced and sold on the basis of just in time. According to their financial managers the 
benefit that the firms get is increasing sales, creating trust of suppliers and minimizing 
the cost of carrying nventories but the co-operation does not help to minimizing the cost 
of transportation or the cost of ordering inventories. According to the commercial 
manager of MNCs the healthy firm-customer co-operation, where it is, is because the 
firm has develop th; culture of co-operation and realizing the benefits of co-operating 
with every customer. But in some cases customers have not developed the business 
culture of coordinating their management with suppliers. 
Customer assessment All three NfNCs get the feedback of their customers' opinion on 
the quality of products and services by allowing their customers to return any product 
with inferior quality, making periodic assessment of customer opinions and making strict 
quality control at the production floor. However none of the MNCs allow its customers 
to pay only if the products are as per their expectation. 
Concluding remarks As all the firms are facing tough competition from national and 
international players in the product market, so they have demonstrated remarkable signs 
of competition to satisfy the demand of their customers by developing firm-customer 
linkages. The managers of firms believe that they co-operate with their customers on the 
primary operations and on sales and inventory management. From firm point of view 
they are conscious and reaping the benefits by nurturing the environment of co-operation 
in their usual practices, even after the absence of specific policies from top management. 
7. D.2.3. Response of customer -
In order to find out and analyze the views of the customers of the MNCs, interviews were 
made and structured questionnaires distributed to their customers. In this section 
researcher study the firm-customer co-operation of Heinz India from the point of view of 
one of its main customers - wholesaler. Search is for specific co-operation on the 
customer's primary activities, purchase operations and inventory management. It will 
also be tried to review the customers' opinion on the benefit that they get as a result of 
Part IV of the Thesis 
IONICS Dairy Firms ^^^ 
their co-operation with the MNCs or the reasons why they do not co-operate. Finally, it is 
to study the customer evaluation of firm efficiency. For detailed supporting information, 
see Response Table section (7.C.2). 
Firm customer co-operation on primary activities According to the owner manager of 
wholesaler, Heinz India co-operates on inbound activities particularly order processing, 
materials handling and delivery vehicle operation or transportation, on production 
operation particularly packaging, product testing and facility operations. Heinz India also 
co-operate on all issues of marketing and sales like advertising, promotion, sales force 
and channel selection as revealed by commercial manager of customer. While no co-
operation on after sales service (except for product adjustment). 
Firm-customer co-operation on purchase and inventory management According to the 
owner-manager of Wholesaler, the only purchase related co-operation is on credit 
transaction without discount, sometimes with discount also and providing goods when 
just needed. The two firms do not co-operate on other activities such as exchanging 
skilled staff. Hence the owner-manager of Wholesaler believes that there are benefits 
such as the decrease in the time and cost of purchasing or decrease in the holding costs of 
inventory but rarely. He also believes that this type of inter-firm co-operation enhances 
the creation on inter-firm trust. 
According to the manager of Wholesaler the good inter-firm co-operation is because 
Heinz India has developed the business culture of co-ordinating its management policy 
with its customers. However, Wholesaler does not have the specific policy and it does not 
see the major benefits of closely working with a specific supplier. But it is not completely 
denying the benefits of co-operation. 
Customer assessment of firm-efficiency The manager of Wholesaler rates Heinz as very 
efficient in its marketing approach, sales processing, maintaining product quality, 
explanation to customer enquiries and cash collection habits. However, the manager 
believes and that the factory is less efficient in minimizing the costs of its products, in 
using customer services and in bilateral communication. 
Concluding remarks: From the point of view of the owner-manager of Wholesaler, the 
inter-firm co-operation of Heinz on most of the primary activities, purchase operations 
and inventory management is good. The owner manager appreciates the efforts of Heinz 
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in maintaining the healthy environment of co-operation. According to him Heinz tries to 
co-operate in every possible way by targeting the benefit of both the firms. 
7. D.2.4. Firm-customer co-operation - comparison of customers of private firms 
Firm-customer co-operation on primary activities According to the opinion of their 
customers the MNCs co-operate on the inbound activities particularly on order 
processing, receiving and storing (other than Heinz) and delivery vehicle operation. 
Customers of Nestle and Cadbury response that firm co-operate on material handling also 
as inbound activities. There is also co-operation on primary activities production 
operations (packaging, product testing and facility operation). Customers of all MNCs 
mention the strong co-operation in marketing and sales (Advertising, promotion, sales 
force and channel selection) but not mention in after sales services (except product 
adjustment). 
Firm-customer co-operation on purchase and inventory management According to the 
opinion of the customers, the activities related to purchases where all MNCs co-operate 
with their customers are in granting credit without and with discount and providing goods 
when just needed. The customers also believe the grounds for the good inter-firm co-
operation is that the MNCs have practices of co-operating their management policies with 
that of their customers. 
Customer evaluation of firm efficiency The customers believe that the firms are efficient 
in marketing approach, sales processing (other than Nestle), maintaining product quality, 
explanation to customer enquiries and cash collection habits. While the customers of 
MNCs believe that their suppliers are fully efficient in its familiarity with customers' 
needs. However, customers agree that the firms are less efficient in using customer 
services. 
Concluding remarks Overall, the customers reported that the firm-customer coordination 
of the MNCs is good in case of primary as well as purchases and inventory management. 
Moreover, the customers revealed that they are satisfied with the way the MNCs are 
handling their firm-customer relations. Main reasons found for this co-operation may be 
international exposure as well as tough competition; other wise firm's managers have 
revealed that they have no policy from top management regarding the customer co-
operation. 
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7. £. Conclusions 
In this chapter researcher presented the empirical data analysis of managing woricing 
capital internally of Heinz's, its supplier linkage with Ridhi Sidhi and its customer 
linkage with Wholesaler. A comparative data analysis of wor.cing capital management is 
also made among the three MNCs - Heinz India, Nestle India and Cadbury India. 
The role of working capital management The managers of all the MNCs believe that 
managing working capital levels and operations can have a major role in the creation of 
firm value. The MNC have identified their policy on how to manage their working capital 
levels and operations, which they all claim is customized towards generating profit by 
increasing sales and decreasing costs. However, problems are still observed in the speed 
by which the MNCs adapt to the culture of co-operative business management due to the 
lack of top management involvement in policy making for co-operation. However, they 
are comparatively better than private players. 
Working capital investment and financing The objective of cash management of all the 
MNCs is to take care of mainly routine transactions and rarely precautions and bank 
compensating. They are having sufficient liquidity for working capital purposes and 
therefore, investment capacity is also available but not at large. They have finished goods 
inventory according to the demand of the product in market. MNCs don't want to block 
their money by maintaining unnecessary material or finish goods inventory. Nature of the 
products also does rot allow keeping huge amount of stock as the possibility of 
obsolescence is more in perishable products. They credit only to its larger customers to 
the extent of wholesaler. But they are also generating good amount of cash by their cash 
sales to meet working capital requirement. They also use efficiently the other options of 
financing the working capital requirements like overdrafts, accruals and retained 
earnings. Therefore they do not face scarcity of ftmd for their working capital operations. 
Working capital operations Analysis of purchase and sales operations however showed 
that there is a slow growth in developing a mechanism of enhancing the contact, contract 
and control aspects of purchase and sales operations. They are contacting, contracting and 
controlling the purchase and sell operations by making routine agreements and making 
terms known in advance. They are establishing long-term relations with suppliers and 
customers to avoid cost of contacting, and entering into the large period contracts with 
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suppliers and customers to avoid costs of contracting. Creation of trust between the firm 
and its supplier and customer is reducing the cost of controlling. 
Evaluation of managing working capital internally Study of performance evaluation has 
indicated that most MNCs evaluate their performance by comparing their past with the 
present, actual with the expected and comparing inter-firm benchmarks. They apply 
customer satisfaction based evaluation by allowing quantity discounts and by decreasing 
defect rates, maintaining higher customer retention rates, by providing higher perceived 
value and by maintaining faster response and delivery time. All MNCs have a policy to 
improve the quality of their products. They evaluate their liquidity, operational 
efficiency, working capital activity and investment composition as well as their 
profitability. All the firms have the policy of customer satisfaction based, accounting 
based performance evaluation and determinants of firm's performance. 
Financial analysis showed that the firms' Asset compositions show that an average 
proportion (an overall average of 45.2%) of the total investment is in current assets. The 
liquidity ratios indicate that the firms have differing degrees of liquidity. Nestle India has 
a problem of liquidity and Cadbury India is marginally liquid while Heinz India has 
normally acceptable liquidity range. Operational performance indicators for Heinz, 
Cadbury and Nestle India indicate good inventory turnovers, resulting in a moderate 
periods that the assets are held and the overall working capital turnover for Heinz is low. 
These good turnovers have resulted in generating good profit for all the MNCs firms. 
Comparatively Nestle India has the highest inventory and receivables turnovers, shortest 
period receivables and inventory are held and this has intern resulted at the second 
highest net profit margin and highest return on assets, which is a sign of relative success. 
Inter-firm co-operation The management of working capital externally of MNCs on 
supplier linkages showed that MNCs have develop the culture of co-operation with their 
suppliers and customers in order to receive the benefits for both the firms. All the MNCs 
have retail, big private and government customers, and they are facing tough competition 
from International and national; counterparts. 
The responses of suppliers and customers are also obtained to study how they perceive 
the MNCs management of working capital operations and levels externally. Ail the 
MNCs keep its firm-supplier linkages using co-operative strategy, on an equal footing 
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using collaborative tactics. Therefore, the suppliers of MNCs are much satisfied and 
willing to co-operate in the future also. A clear indication is found that the firm-supplier 
linkages are healthy for MNCs and they are enjoying the benefits of co-operation and 
trying to improve upon it further. 
The suppliers of the MNCs reported that they are happy with regard to the inter-firm co-
operation on transportation of the products but that he had reservations on other issues 
such as co-operation on product testing, facility operations, finish goods warehousing, 
material handling, delivery vehicle operation, order processing, product adjustment, 
credit facilities and inventory storage. Researcher also approached customers and they 
responded that their inter-firm co-operation with the MNCs is good and both are gaining 
the rewards of that co-operation on primary and purchase and inventory management 
activities. The customers believe that the cause for co-operating is because the MNCs 
have developed the business culture of co-ordinating their management policies with 
their customers. 
Moreover, the empirical findings show that the business practices of MNCs are 
differentiated from government and private firms. The internal management of their 
working capital levels and operations as well as external management of supplier and 
customer linkages are comparatively more developed and improved than that of 
government and private firms. Main reason for this is MNCs international exposure and 
comparatively more talented managerial workforce. The MNCs supplier and customer 
co-operation is satisfactory to a large extent from their supplier and customer points of 
view. Both linkages reported that there are few activities that the firms could not co-
ordinate in their supplier-customer linkages, may be due the nature of the industry and 
products. Moreover, the customers revealed that they are satisfied to a good extent with 
the way the MNCs are handling their firm-customer relations. Main reason found for this 
is that MNCs have realized the benefits of co-operation and developed the environment 
of co-operation for mutual benefits. 
Overall findings reveal that the MNCs are improving their working capital management 
at a faster rate than private and government firms. Employing management with high 
academic and international practical experience, the use of latest technology and 
enhancing market competition determine the firms' efficiency and value creation. 
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Response Table to Chapter Seven - MNC Dairy Firms 
Section (7.A) - Overall Working Capital Management - Mam Firm Response 
Firms Heinz India Ltd 
Nestle India 
Ltd 
Cadbury 
India Ltd 
A. Firm's policy of working capital management 
To increase sales 
To decrease costs 
To remain liquid 
To generate profit 
To keep smooth operation 
5 
4 
2 
4 
5 
5 
4 
3 
5 
5 
5 
4 
3 
4 
5 
B. Constraints in achieving working capital policy 
Product demand 
Short-term fmancing 
Fixed capital investments 
Market 
Production capacity 
Working capital investments 
Fixed capital fmancing 
Lack of skilled labour 
4 
2 
2 
4 
2 
4 
1 
1 
3 
2 
2 
3 
2 
3 
2 
2 
3 
1 
2 
4 
2 
4 
2 
1 
C. Factors determining working capital levels 
Seasonality of sales 
Sales growth 
Credit policy 
Availability of credit 
Price levels of input 
Operating efficiency 
4 
4 
4 
4 
2 
1 
4 
4 
3 
3 
4 
2 
4 
5 
4 
4 
3 
2 
D. Role of working capital management in value chain 
D-1. In increasing sales 
Cash Management 
Inventory management 
Receivable management 
Sales of finished goods management 
Purchase of materials management 
Trade payable management 
Bank loans management 
Liquidity management 
4 
3 
4 
4 
4 
5 
2 
4 
4 
5 
4 
3 
4 
3 
2 
3 
5 
5 
4 
.1 
4 
4 
2 
3 
D-2. In decreasing costs 
Cash Management 
Inventory management 
Receivable management 
Sales of finished goods management 
Purchase of materials management 
Trade payable management 
Banks loan management 
Liquidity management 
Each question in the questionnaire is provided with a n 
"others" so that the managers can include their own ws 
basis of five point Likert's scale, ranging fi-om 5 to 1 (M 
how positive or negative the managers' responses are to 
of 5 indicates very positive, 4 positive, 3 neutral (beti 
very negative and (-) represents that the manager did 
3 
3 
3 
4 
4 
2 
2 
3 
umber of altem< 
ly of thinking. F 
urphy G. and Li 
the alternative o 
veen 4 positive 
not give an opi 
3 
4 
3 
3 
4 
2 
2 
3 
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and 2 negative 
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3 
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3 
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Section (7.B) - Managing Working Capital Internally 
Section (7.B.1) - Managing Working Capital Investments 
Section (7.B.1.1) - Cash Management - Main Firm Responses 
Firms 
A. Firm's motives of holding cash 
Transaction 
Speculative 
Precautionary 
Bank compensating 
B. Firm's purpose of cash budget forecast 
Requirement 
Control liquidity 
Control cash 
Plan short-term needs 
Plan long-term needs 
C. Firm's cash forecasting approach 
Past experience 
Forecasted sales 
Management opinion 
Market research 
Heinz India 
Ltd 
Nestle India 
Ltd 
Cadbury 
India Ltd 
D. Cash flow approaches used by the firm 
Receipts and disbursements* 
Adjusted net income 
E. Firm's purpose of cash flow calculations 
Requirement 
Improve cash forecast 
Cash control 
F. Firm's cash control approaches 
F-1. Payments 
Voucher system 
Sequentially numbered checks 
Bank reconciliation 
Petty cash system 
F-2. Collection 
Customers pay at the bank account 
Collections deposited daily 
Cash Mgt. services offered by bank 
Separate sequential operations 
4 
1 
* The receipts and disbursements approach estimates the amounts of cash expected to be rc-i\ i\ od 
and paid by the firm over the forecast period and traces the detailed movement of cash. 
** The adjusted net income approach (also called sources and uses) starts with projected net 
income on an accrual basis and adjusts it to a cash basis. 
Each question in the questionnaire is provided with a number of alternative answers and ends-up with 
"others" so that the managers can include their own way of thinking. Responses are quantified on ilic 
basis of five point Likert's scale, ranging from 5 to 1 (Murphy G. and Likert R, (1968). The scales sliow 
how positive or negative the managers' responses are to the alternative options in each question i s., le 
of 5 indicates very positive, 4 positive, 3 neutral (between 4 positive and 2 negative), 2 negative, I very 
negative and (-) represents that the manager did not give an opinion. 
Part IV of the Thesis 
MNCs Dairy Firms 312 
Section (7.B.1.2) - Inventory Management - Main Firm's Responses 
Section (7.B.1.2.1) - Finislied Goods Inventory Management - Main Firm's Responses 
Firms Heinz India Ltd 
Nestle 
India Ltd 
Cadbury 
India Ltd 
A. Wliat is tlie firm's purpose of finished goods inventory management? 
Satisfy customer demand 
Take advantage of economies of scale 
Reduce holding costs 
Keep safety stock 
Meet seasonal high demand 
5 
4 
< 
4 
3 
5 
3 
4 
4 
4 
5 
2 
4 
4 
3 
B. What are the costs of firm's holding of finished goods inventory? 
Power (heat and light for storage space) 
Opportunity cost of capital 
Deterioration 
Insurance 
Security 
Clerical costs 
Handling 
Property taxes 
C. Significance of holding costs of material 
4 
4 
4 
1 
2 
1 
4 
1 
4 
3 
4 
4 
2 
2 
2 
5 
2 
4 
4 
4 
4 
2 
2 
2 
4 
~t 
4 
D. How does firm manaee costs of holding of finish goods inventory? 
Hold only the minimum 
Apply "just in time" 
Establish long-term customer relations 
Making customers pay the costs 
2 
4 
4 
3 
2 
4 
4 
3 
2 
5 
4 
4 
£. What aretfae firm's costing methods for finish goods inventory? 
First-in-first-out 
Last-in-first-out 
Average costing 
1 
1 
4 
1 
1 
5 
2 
1 
5 
F. What arethe firm's valuation methods for finish goods inventory? 
Average cost 
Market or replacement cost 
Lower of average cost or market 
4 
1 
4 
5 
2 
4 
5 
2 
1 
G. What are the firm's bases of selective inventory control? 
Average cost 
Usage rate 
Critical ity in case of shortage 
3 
5 
4 
4 
4 
5 
5 
4 
5 
Each question in the questionnaire is provided with a number of alternative answers and ends-up with 
"others" so that the managers can include their own way of thinking. Responses are quantified on the 
basis of five point Likert's scale, ranging from 5 to 1 (Murphy G. and Likert R. (1968). The scales show 
how positive or negative the managers' responses are to the alternative options in each question. A scale 
of 5 indicates very posit ve, 4 positive, 3 neutral (between 4 positive and 2 negative), 2 negative, ! very 
negative and (-) represents that the manager did not give an opinion. 
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Section (7.B.1.2.2) Material Inventory Management* Main Firm Reponses 
Firms Heinz India Ltd 
Nestle India 
Ltd 
Cadbury 
India Ltd 
A. What is the firm's purpose of raw material inventory management? 
Reduce holding costs 
Reduce ordering costs 
Safeguard against siiortages 
Keep production running 
4 
1 
4 
5 
4 
1 
5 
4 
4 
2 
5 
5 
B. What are the costs of firm's holding of material inventory? 
Power (heat and light for storage space) 
Opportunity cost of capital 
Deterioration 
Insurance 
Security 
Clerical costs 
Property taxes 
Handling 
C. Significance of holding costs of material 
4 
4 
4 
1 
3 
1 
1 
4 
4 
3 
4 
4 
2 
2 
1 
1 
4 
4 
4 
4 
3 
2 
2 
2 
2 
4 
4 
D. How does firm manage costs of holding of material inventory? 
Minimise inventory level 
Buy just in time for production 
Use economic order 
2 
4 
3 
2 
5 
2 
1 
5 
4 
E. What arethe firm's costing methods for material inventory? 
First-in-first-out 
Last-in-first-out 
Average costing 
3 
1 
4 
4 
1 
4 
5 
2 
4 
F. What arethe firm's valuation methods for material inventory? 
Average cost 
Market or replacement cost 
Lower of average cost or market 
4 
1 
5 
4 
1 
4 
5 
1 
4 
G. What are the firm's bases of selective material inventory control? 
Average Cost 
Usage rate 
Scarcity in the market 
Critical ity in case of shortage 
4 
5 
4 
4 
5 
4 
3 
4 
5 
4 
4 
5 
Each question in the questionnaire is provided with a number of alternative answers and ends-up with 
"others" so that the managers can include their own way of thinking. Responses are quantified on the 
basis of five point Likert's scale, ranging from 5 to 1 (Murphy G. and Likert R. (1968). The scales show 
how positive or negative the managers' responses are to the alternative options in each question. A scale 
of 5 indicates very positive, 4 positive, 3 neutral (between 4 positive and 2 negative), 2 negative, 1 very 
negative and (-) represents that the manager did not give an opinion. | 
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Section (7.B.2.1 J ) •• Accounts Receivables Management - Mrln Firm's Response 
Firms 
Heinz India 
Ltd 
Nestle India 
Ltd 
A. Reasons for not selling on credit 
Customers do not ask for credit 
The firm does not want to extend credit 
Lack of information on credit applicants 
High uncertainty of pay back 
1 
1 
B. Sources of information to firm for screening credit applicants 
Prior experience 
Financial statements 
Visits to customer 
Personal contact with the applicant's creditors 
Customer's payment history 
C. Firms credit terms* 
Open account no discount 
Open account with discount 
Promissory note 
Seasonal dating 
D. Firm's standards to screen credit applicants 
The 5 C's - capital, character, collateral, capacity and 
conditions 
One time sale approach 
Repeat sale approach 
Cadbury India 
Ltd 
1 1 
Marginal accounts analysis 1 
E. Measures taken by the firm to collect overdue receivables 
Send reminder 
Telephone call 
Personal visit 
Collection agent (employe e) 
Extend credit period 
Take legal action 
F. Risk of uncollectible 
G. Firm monitor credit customers 
Using draft letters 
Using letters of credit 
Customers sign letters of credit 
Open Credit 
H. Firm reduce levels of receivables 
Make customers pay outstanding debts 
Stop selling on credit 
Revise credit policy 
Revise credit standards 
* Credit terms refer to the sale of goods on the basis of an open account, promissory note or special conditions 
like seasonal dating. An open account is used when the buyer buys on a continuing basis from the same seller 
and it may also include discounts for early payment. If the order is large and the firm anticipates a problem 
in collections it may require the customer to sign a promissory note or lOV, in order to eliminate 
controversies later about the existence of a credit agreement. 
Each question in the questionnaire is provided with a number of alternative answers and ends-up with "others" so 
that the managers can include their own way of thinking. Responses are quantified on the basis of five point Likert's 
scale, ranging from 5 to 1 (Murphy G. and Likert R. (1968). The scales show how positive or negative the managers' 
responses are to the alternative options in each question. A scale of 5 indicates very positive, 4 positive, 3 neutral 
(between 4 positive and 2 negative), 2 negative, 1 very negative and (-) represents that the manager did not give an 
opinion. 
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Section (7.B.2) - Working Capital Financing-Main Firm Reponses 
Firms 
Short-term debt - bank loans 
Long-term debt 
Retained earnings/Equity capital 
Overdraft 
Trade creditors 
Secured borrowing 
Accruals 
Heinz India 
Ltd 
2 
1 
4 
4 
4 
2 
4 
Nestle India 
Ltd 
3 
1 
4 
4 
4 
1 
4 
Cadbury India 
Ltd 
4 
1 
4 
5 
4 
2 
5 
B. Finn's cost of financine 
Interest expenses 
Bank service charges 
4 
1 
4 
1 
4 
3 
|C. Factors influencing Arm's levels of financing 
Seasonality of sales 
Sales growth 
Credit policy 
Availability of credit 
Price levels of inputs 
Operating efficiency 
Others- government subsidy 
3 
4 
4 
2 
2 
2 
1 
4 
4 
4 
2 
3 
1 
1 
4 
5 
4 
3 
4 
2 
1 
Each question in the questionnaire is provided with a number of alternative answers and ends-up with 
"others" so that the managers can include their own way of thinking. Responses are quantified on the 
basis of five point Likert's scale, ranging from 5 to 1 (Murphy G. and Likert R. (1967). The scales show 
how positive or negative the managers' responses are to the alternative options in each question. A scale 
of 5 indicates very positive, 4 positive, 3 neutral (between 4 positive and 2 negative), 2 negative, 1 
very negative and (-) represents that the manager did not give an opinion. 
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Section (7.B.3) - Purchase & Sales Operation Management - Main Firm's Response 
Section (7.B.3.1) Purchase operation management - Main Firm Reponses 
Firms 
Heinz India 
Ltd 
Nestle India 
Ltd 
Cadbury 
India Ltd 
A. Firm's purpose of purchase policy , 
To take advantage of quantity discounts 
~To talce advantage of cash discounts 
To decrease inventory holding costs 
To decrease purchase ordering costs 
To meet seasonal production requirements 
To meet market demand 
To keep production uninterrupted 
4 
4 
4 
1 
3 
4 
4 
3 
3 
4 
2 
4 
4 
5 
4 
4 
4 
1 
4 
4 
5 
B. Firm's purpose of purchase forecast 
To meet production demands 
To determine inventory usage during lead-time 
To know quantity on hand and on order 
To get safety stock 
5 
3 
3 
3 
4 
4 
3 
4 
5 
3 
4 
3 
C. Bases used by the firm to forecast purchases 
past experience 
Forecasted sales volume 
Management opinion 
purchasing staff opinion 
4 
4 
3 
3 
5 
4 
4 
3 
5 
4 
4 
3 
D. Terms of firm's purchasing 
Cash 
Credit 
3 
5 
4 
5 
4 
5 
£• Why does firm not purchase on credit? 
Suppliers do not provide credit 
Firm does not have credii policy 
Lack of information on credit suppliers 
No tradition of credit transaction 
4 
1 
1 
3 
2 
2 
2 
2 
2 
2 
2 
1 
F. How does firm manage purchasing costs of ? 
F-l> Contact phase of purchase transaction 
By choosing the cheapest channel 
By employing purchasing agents 
By managing by trust 
4 
1 
1 
4 
1 
4 
4 
2 
4 
F-2. Contract phase of purchase transaction 
By making routine contract agreements 
By employing lawyers 
By making terms known in advance 
4 
1 
3 
4 
1 
4 
5 
1 
4 
F-3. Control phase of purchase transaction 
By making routine control agreements 
By employing lawyers 
By making terms known in advance 
4 
1 
3 
4 
1 
^ 4 
5 
1 
4 
<S. Relevance of purchasing costs of 
Contacting suppliers 
Contract with suppliers 
Controlling suppliers 
3 
4 
4 
4 
3 
3 
4 
3 
4 
Each question in the questionnaire is provided with a number of alternative answers and ends-up with "others" so 
that the managers can include their own way of thinlcing. Responses are quantified on the basis of five point Likert's 
scale, ranging from 5 to 1 (Murphy G. and Likert R. (1967). The scales show how positive or negative the managers' 
responses are to the alternative options in each question. A scale of 5 indicates very positive, 4 positive, 3 neutral 
(between 4 positive and 2 negative), 2 negative, 1 very negative and (-) represents that the manager did not 
give an opinion. 
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Section (7.B.3.2) Sales operation management - Main Firm Reponses 
Firms 
A. Firm's purpose of sales policy 
To satisfy customer demiinds 
To decrease inventory holding costs 
To decrease inventory ordering costs 
To meet seasonal sales requirements 
To expand market 
B. Firm's purpose of sales forecast 
To forecast future demand 
To forecast inventory usage 
To forecast quantity on hand and on order 
To forecast safety stock needs 
C. Bases used by the firm to forecast sales 
Past experience 
Statistical forecast 
Management opinion 
Sales staff opinion 
Others - production capacity 
D. Terms of firm's sales 
Cash 
Credit 
E. Firm's credit sales standards 
5C's 
One time 
Repeat sales 
F. How does Arm manage selling costs of ? 
F-1. Contact phase of sale transaction 
By choosing the cheapest channel 
By employing sales agents 
By developing long-lasting relationship 
F-2. Contract phase of sale transaction 
By making routine contract agreements 
By employing lawyers 
By making terms known 'n advance 
F-3. Control phase of sale transaction 
By making routine control agreements 
By employing lawyers 
By making terms known in advance 
G. Relevance of costs of customer 
Contacting customer 
Contracting customer 
Controlling customer 
H. Customer backing down 
Possibility 
Difficulty in finding another customer 
Extent of loss if customers back-down 
I. How does firm manage if customers back-down? 
Negotiation 
Court of law 
Stop dealings until bills are settled 
Heinz India 
Ltd 
5 
3 
1 
4 
4 
5 
4 
3 
3 
4 
3 
4 
3 
2 
4 
4 
4 
3 
3 
3 
4 
4 
4 
1 
3 
4 
1 
3 
3 
2 
4 
3 
2 
3 
3 
2 
4 
Nestle India 
Ltd 
5 
4 
2 
4 
5 
5 
4 
4 
4 
5 
4 
3 
3 
2 
4 
4 
5 
2 
4 
4 
2 
4 
4 
1 
4 
4 
I 
4 
3 
3 
4 
3 
2 
3 
4 
2 
5 
Cadbury 
India Ltd 
5 
4 
3 
4 
4 
5 
4 
3 
4 
4 
5 
4 
3 
2 
5 
4 
5 
2 
4 
4 
2 
4 
4 
1 
4 
4 
1 
4 
3 
3 
4 
2 
2 
2 
5 
2 
4 
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Section (7.B.3.3) - Performance Management - Main Firm's Response 
By comparing actual with the expected performance 
By comparing inter-firm benchmarks 
pB. Customer satisfaction based performance evaluation 
B-1. Firm minimize costs 
By allowing quantity discounts 
Firms 
Heinz India 
Ltd 
Nestle India 
Ltd 
A. Specific criteria firm applied for performance management 
By comparing past with the present performance 
By charging lower prices 
By allowing cash discourts 
B-2. Firm improves quality of products 
By decreasing defect rates 
By maintaining higher customer retention rates 
By providing higher customer's perceived value of 
goods 
B-3. Firm improves coff munication with customer 
By maintaining faster responses time 
by maintaining faster delivery time 
C. Accounting based pciformance evaluation 
Cadbury 
India Ltd 
C-1. Firm checks its liquidity 
By current ratio 
By quick ratio 
C-2. Firm checks it operational efficiency 
By inventory turnover 
By receivables turnover 
By overall working capital ratio 
C-3. Firm checks its financial efficiency 
By cash to working capital 
By inventory to working capital 
By receivables to working capital 
By working capital to total assets 
C-4. Firm checks it short-term debt leverage 
By current debt to total debt 
By total debt to total equity 
C-S. Firm checks its profitability 
By gross profit margin 
By net profit margin 
By return on working capital investment 
By return on total assets investment 
D. Determinants of firm's performance 
Fixed asset investment 
Fixed asset financing 
Working capital investment 
Short-term financing 
Availability of skilled labor 
Profitability 
Each question in the questionnaire is provided with a number of alternative answers and ends-up with "others" so 
that the managers can include their own way of thinking. Responses are quantified on the basis of live point Likert's 
scale, ranging from 5 to 1 (Murphy G. and Likert R, (1967). The scales show how positive or negative the managers' 
responses are to the alternative options in each question. A scale of 5 indicates very positive, 4 positive, 3 neutral 
(between 4 positive and 2 negative), 2 negative, 1 very negative and (-) represents that the manager did not 
give an opinion. 
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Section (7.B3.4) Financial Performance - Heinz India Ltd, ( 
A. Measurement of performances Dec-99 
A-1. Asset Structure and Short-term Debt 
Leverases 
Current Assets to Total Assets 
Short-term Debt to Total Assets 
A-2. Liquidity 
Current Ratio 
Quick Ratio 
A-3. Activity 
Inventory turnover 
Receivable Turnover 
Worlcing Capital Turnover 
A-4. Profitability 
Operating Profit Margin 
Net Profit Margin 
Return on Total Assets 
B. WC investment Composition 
Inventories (%ofWC) 
Receivables (%ofWC) 
Cash(%ofWC) 
C. Sliort-term Financing Composition 
Trade Creditors 
Others 
57.90 
0 
2.39 
1.06 
7.63 
12.94 
3.28 
19.85 
12.53 
23.82 
42.98 
25.34 
31.66 
87.63 
12.36 
Dec-00 
68.67 
0 
2.22 
1.22 
5.59 
4.53 
2.09 
21.89 
12.97 
18.70 
37.51 
46.23 
16.24 
90.00 
9.99 
Dec-03 
4J.S42454 
\) 
1.53 
0.82 
7.2680982 
13.276429 
2.611005 
17.301145 
10.568076 
12.649446 
35.924185 
19.666471 
44.409345 
50.748284 
49.251716 
1998-2007) 
Dec-04 
36.928316 
0 
1.11 
0.39 
7.1210771 
14.073124 
3.3898008 
5.508855 
2.9734215 
3.7221182 
47.602361 
24.087053 
28.310586 
61.666154 
38.333846 
Average 
52.33 
0 
1.81 
0.87 
6.90 
11.20 
2.84 
16.14 
9.76 
14.72 
41.00 
28.83 
30.15 
72.51 
27.48 
Section( 7.B.3.5) Financial Performance Average - MNCs Firms 
A. Measurement of performances Heinz India Ltd 
Cadbury India 
Ltd 
A-1. Asset Structure and Short-term Debt Leverages 
Current Assets to Total Assets 
Short-term Debt to Total Assets 
A-2. Liquidity 
Current Ratio 
Quick Ratio 
A-3. Activity 
Inventory turnover 
Receivable Turnover 
Working Capital Turnover 
A-4. Profitability 
Operating Profit Margin 
Net Profit Margin 
Return on Total Assets 
B. WC investment Composition 
Inventories (%of WC) 
Receivables (%of WC) 
Cash(%ofWC) 
52.33723527 
0 
1.8125 
0.8725 
6.904194181 
11.20873746 
2.845209451 
16.14104211 
9.764461286 
14.72470609 
41.0070083 
28.83414114 
30.15885057 
C. Short-term Financing Composition 
Trade Creditors 
Others 
72.51450102 
27.48549898 
42.23 
0 
1.391 
0.551 
9.43 
14.43 
4.32 
10.96 
6.9137 
11.466 
46.34 
36.26 
13.42 
84.66 
15.33 
f^estle India 
Ltd 
41.11 
0 
0.741 
0.277 
9.55 
18.68 
5.75 
15.124 
9.34 
22.148 
60.38 
32.41 
4.08 
48.69 
Average 
45.22 
0 
1.31 
0.56 
8.63 
14.77 
4.30 
14.0 
8.67 
16.11 
49.24 
32.50 
15.89 
68.62 
51.309 31.37 
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Section ( 7.C) - Managing Working Capital Externally - Value Cham Management 
Section (7.C.1.1) - Managing Firm-Supplier Linkages - Main Firm Response 
Firms 
Heinz India 
Ltd 
Nestle India 
Ltd 
Cadbury 
India Ltd 
A. Firm-suDPlier co-operation on primarv activities 
A-1. Firm-supplier co-operation on inbound activities* 
Shipment 
storins 
Distributing to production 
Inventory control 
Materials handling 
4 
3 
3 
4 
3 
4 
4 
3 
4 
4 
5 
4 
3 
4 
4 
A-2. Firm-supplier co-operation on production operation 
Machining 
Packaging 
Assembling 
Equipment maintenance 
Product testing 
Facility operations 
Timely availability of raw material 
2 
2 
2 
4 
4 
4 
5 
2 
2 
1 
2 
5 
4 
4 
2 
2 
2 
2 
5 
4 
4 
A-3. Firm-supplier co-operation on marketing and sales 
Advertising 
Promotion 
Sales force 
value evaluation of delivery of inputs 
Sales/Purchase channel selection 
1 
1 
3 
4 
4 
1 
1 
2 
4 
3 
1 
1 
2 
4 
3 
A-4. Firm-supplier co-operation on after sales service 
Installation 
Repair 
Customer training 
Parts supply 
Product adjustment 
4 
4 
3 
4 
2 
2 
2 
3 
4 
4 
2 
2 
2 
4 
4 
B. Firm-supplier co-operation on purchases and inventory management 
Quality and quantity of materials 
Terms of transportation 
Time (just on time basis) 
4 
4 
3 
4 
4 
4 
5 
5 
4 
C. What are the benefits of firm-supplier co-operation? 
Decrease cost ordering materials 
Decrease the time needed to purchase materials 
Minimizing the costs of carrying inventories 
Create trust of your supplier 
2 
4 
3 
4 
3 
4 
4 
4 
4 
4 
5 
4 
D. What are the reasons for non-coordination? 
You don have a policy 
Suppliers do not co-operate 
Do not see the benefits 
Supplier have easy options 
3 
4 
3 
3 
4 
2 
2 
4 
2 
* Inbound logistics may be defined as the activities associated with receiving raw materials purchased as well 
as storing and distributing them to production. If we take the case of working capital related inbound 
logistics they may Include material handling, freight-in, storing, inventory control, vehicle scheduling, 
administration and payments to the suppliers. 
Each question in the questonnaire is provided with a number of alternative answers and ends-up with "others" so 
that the managers can inclu le their own way of thinking. Responses are quantifiec" on the basis of five poini Likcrt's 
scale, ranging from 5 to 1 (Murphy G. and Likert k. (1967). The scales show how positive or negative the managers' 
responses are to the alternative options in each question. A scale of 5 indicates very positive, 4 positive, 3 neutral 
(between 4 positive and 2 neeative), 2 negative, 1 very negative and (-) represents that the manaeer di.l noi 
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Section (7.C.1.2) - Managing Firm-Customer Linkages - Main Firm Response 
Firms 
Heinz India 
Ltd 
A. Firm-customer co-operation on primary activities 
A-1. Firm-customer co-operation on production operations 
Machining 
Pacicaging 
Assembly 
Equipment maintenance 
Product testing 
Facility operations 
1 
1 
A-2. Firm-customer co-operation on outbound activities* 
Finished goods warehousing 
Materials handling 
Delivery vehicle operation 
Order processing 
Nestle India 
Ltd 
A-3. Firm-customer co-operation on marketing and sales 
Advertising 
Promotion 
Cadbury 
India Ltd 
Sales force 
Sales/Purch^e channel selection 
A-4. Firm-customer co-operation on after sales service 
Installation 
Repair 
Customer training 
Parts supply 
Product adjustment 
B. Firm-customer co-operation on sales and inventory management 
Quality and quantity of naterials to be purchased 
Terms of transportation of materials to be purchased 
Time (on just on time basis) 
C. What are the benefits of firm-customer co-operation 
Increasing sales 
Create trust of your supplier 
Minimizing the costs of carrying inventories 
Minimizing the cost of ordering and transportation 
D. What are the reasons for non-coordination? 
Firm does not have specific policy 
Customers do not co-operate 
Firm does not see the benefits 
E. Cuitomer asaessment 
Return any product with inferior quality 
Pay only if the products are as per their expectation 
Making periodic assessment of customers opinions 
Making strict quality control at the production floor 
* Outbound loglttici may be deHned as the activities related to collecting the flnUhed product from the 
production process, storing and physically distributing the product to customers. If we take the case of 
working capital related outbound logistics they may include finished goods warehousing and handling, 
delivery vehicle operation, order processing, freight-out and inventory control, 
Each question in the questionnaire is provided with a number of alternative answers and ends-up with "others" so 
that the managers can include their own way of thinking. Responses are quantified on the basis of five point Likert's 
scale, ranging from 5 to 1 (Murphy G. and Likert R. (1967). The scales show how positive or negative the managers' 
responses are to the alternative options in each question. A scale of 5 indicates very positive, 4 positive, 3 neutral 
(between 4 positive and 2 negative). 2 negative. 1 very negative and (-) represents that the manager did not 
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Section (7.C.2)Managmg Firm-Customer LinUages - Customer Reponses 
Receiving 
Storing 
pelivery vehicle operation 
FivWiS 
Customer of 
Heinz India U d 
Customer of 
tScst^ e Ind^a 
A. Firm-customer co-opcation on co-operation on primary activities 
A-1- Firm-customer co-operation on inbound activities 
Order processing 
pistributing to production 
Inventory control 
Materials handling 
A-2. Firm-customer co-operation on production operation 
Machining 
packaging 
Assembling 
Equipment maintenance 
product testing 
Facility operations 
\-3. Firm-customer co-operation on marlteting and sales 
Advertising 
Customer of 
promotion 
Sales force 
Sa\es/?urchase channel selection 
A-4. Firm-customer co-operation on after sales service 
Installation 
Repair 
Suppliers training 
parts supply 
product adjustment 
6. Firm-customer co-operation on purchases and inventory manggement 
Exchanging skilled staff 
Credit transaction without discounts 
Credit transaction with discounts 
providing goods when just needed 
C. What are the benefits of firm-customer co-operation? 
pecrease cost of purchasing 
pecrease the time needed to purchase 
pecrease the carrying cost of inventory 
Create trust of your supplier 
p. What are the reasons for non-coordination? 
po not have the specific policy of co-operation 
^entral firm does not co-operate 
po not see the benefits 
j . . C\>stDTntr rates the efficiency of firm on the bases of 
Marketing approach 
Sales processing 
product quality 
Cost of products 
pelivery 
Impartiality with other buyers 
Explanation to your inquiries 
jCnowIedgeability of customers 
Bilateral communication 
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Using customer services 
Cash collection habits 
A-2. Firm-supplier co-operation on outbound activities 
Finished goods warehousing 
J A - 3 . Firm-supplier co-operation on marketing and sales 
Advertising 
A-4. Firm-supplier co-operation on after sales service 
Section (7.CJ)Managing Firm-Supplier Linkages - Supplier Reponses 
Firms Heinz India Ltd 
A. Firm-supplier co-operation on primary activities 
A-1- Firm-supplier co-operation on production operations 
Machining 
jPackaging 
Assembly 
Equipment maintenance 
product testing 
Facility operations 
Materials handling 
Delivery vehicle operation 
Order processin S-
Promotion 
Sales force 
value evaluation of delivery of inputs 
Sa\es/P\jichase channel selection 
Installation 
Nestle India 
Ltd 
Cadbury 
India Ltd 
Repair 
Customer training 
Parts supply 
Product adjustment 
B. Firm-supplier co-operation on sales and inventory management 
Exchanging skilled staff 
Credit transaction without discounts 
Credit transaction with discounts 
Providing goods when just needed 
C. What are the benefits of firm-supplier co-operation? 
Decrease cost of selling goods 
Create trust of your customers 
Decrease the time needed to sell goods 
Decrease the carrying cost of finished goods inventory 
Minimizing the cost of ordering and transportation 
D. Whit are the reasons for non-coordination? 
Do not have the specific policy of co-operation 
Central firm does not co-operate 
Do not see the benefits 
E. Supplier rates the efficiency of firm on the bases of 
Purchase order processing 
Bilateral communication 
Explanation to inquiries 
Courtesy 
Marketing approach 
Using supplier services 
Payment habits 
_4_ 
4 
_4_ 
_2_ 
2 
Part IV of the Thesis 
Chapter 8 
Comparative Study of Dairy Firms 
8. A. Introduction 
To recapitulate on the work so far accomplished in this research study; in chapter 1, there 
was the introduction the research problems as well as objective and methodology of the 
study. In chapters 2 to 3, there is the discussion on the literature review on the managing 
working capital internally and externally and related theories of value management. In 
chapter 4, conceptual framework for the empirical study was developed, based on which 
data was collected on the managing working capital internally and externally and 
operations from three groups of firms - Dairy Co-operatives, Private Diary firms and 
MNCs in Dairy. In the last three chapters (chapters 5-7) researcher described and 
analyzed data by taking one representative firm from each group of firms. At the end of 
each main section in the chapters a comparative study of the firms in each category was 
made. 
In this chapter, attempt is to compare the approaches of managing working capital 
internally and externally applied by the three groups of firms. This section (section 8.A) 
introduces the chapter. Section (8.B) covers a comparative description of the firms' 
overall working capital management. Section (8.C) deals with the firms' internal and 
section (8.D) the external management of working capital levels and operations. Section 
(8.E) concludes the chapter. The discussion in the chapter is based on the Appendices for 
chapters 5, chapter 6, chapter 7 as well as Response Table for this chapter (chapter 8), 
which represents averages of the data included in the Appendices for the three chapters. 
The objective of this chapter is to answer the fourth empirical sub-question that this 
research addresses: "Comparatively in what ways co-operative, private and MNCs 
selected agribusiness firms in the manufacturing sector of India manage their working 
capital internally and externally". Researcher specifically studies the impact of ownership 
on the firms' management of working capital internally and externally working capital 
policy and its effect on the overall value creation potential. With this objective in mind, a 
comparative study of the Dairy Co-operathves, Private Dairy firms and MNCs Dairy 
management of working capital internally and externally working capital policy is made. 
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Table 4-B (in Chapter 4), shows a list of names of the central firms of this case study as 
well as their suppliers and customers. 
8. B. Overall working capital management 
In this section, there is a comparative study of the three categories of firms' with regard 
to overall working capital management policy. Particularly, background information of 
the firms \yith regard to their organizational structure, their overall management policies 
and constraints with particular reference to government regulations is considered. 
Finally, examine the managers' opinion on the role of working capital management on 
value creation. For more information on the overall working capital management, see 
Response Table 8.A. 
8. B.l. Background information The co-operatives and private firms have the same 
organizational structure. Organizational structure is categorized into five divisions under 
the general manager, namely, production, personnel, marketing and financial 
administration. First, production and repairs section with production and maintenance 
sub-sections. Second, finance with accounts subsection. Third administration section and 
personnel sub-sections, fourth, marketing with purchasing subsection. Fifth, a quality 
controls section. The finance section is responsible to manage the financial affairs, which 
includes working capital levels. The marketing section deals with the management of 
working capital operations including the purchase of materials and the sales of products. 
It is particularly responsible to purchase, store and control inventories including raw 
materials, finished goods and spare parts. 
Organization structure of MNC is more developed than Co-operatives and private firm. 
Under each ftinctional area MNC has more number of designations, like VP finance, 
treasurer, GM finance, GM accounts. Assistant manger finance and accounts. Therefore, 
each subsection is more developed and is taken care by comparatively more number of 
persons. Similarly, qualification and experience o*" MNC personal is higher than Co-
operative and private firms. 
Firm policies and constraints The main objective here is to study if the firms have 
clearly stated mission statements on the overall policy of working capital management. 
Particularly, managers are asked the whether their working capital management policy 
was targeted at increasing sales, decreasing costs, generating profit or remaining liquid. 
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The co-ops replied that their main objective was to increi.3e profits, to remain liquid and 
to keep smooth operation but not to decrease costs and increase sales. Interviews with the 
managers revealed that the costs and profit margin of the co-operatives is decided by the 
management. It was also found out that the co-ops do not bother much about liquidity 
because they have readily available bank loan from co-operative banks. Government 
subsidy is presently not available. On the other hand, the private firms responded that 
their main working capital policy is tailored towards increasing sales, remain liquid, and 
to keep smooth operation. This focus on liquidity has not made a negative impact on the 
private firms' profitability objective because the firms reported that their major emphasis 
is on increasing sales by improving product quality and customer satisfaction. MNC's 
working capital management policy is tailored towards maximizing profit by decreasing 
costs and increasing sales and smooth operations. Fhey show less interest on liquidity 
aspects of working capital management. Finance manger of MNCs revealed that there is 
no problem of liquidity in MNCs. 
On the issue of constraints in achieving firm policy, the managers of the Co-ops replied 
that it is only the lack of working capital investments and skilled labor that is a problem 
in achieving firm objectives. Moreover, the private firms consider short-term financing 
and investment as well as production market be their main constraints. However, the 
MNCs firms are hindered from achieving their objectives because of problems in 
working capital investment and product demand and market. The empirical findings 
reveal that co-ops, private and MNCs are fully empowered to decide on working capital 
levels and operations without interference from outside. To the some extent co-ops have 
to work under the NDDB, as they are the parts of the NDDB functioning. But, complete 
regulations regarding the financing and investment of working capital are not directed by 
the NDDB. 
On the factors affecting working capital levels, the co-ops replied that sales growth, 
seasonality of sales and price levels of input mainly affect the levels and operations of 
working capital. Private firms replied that sales growth, seasonality of sales, credit policy 
and price levels of input mainly affect the levels and operations of working capital. 
r.lNCs revealed that sales growth, seasonality of sales, credit policy are the main factors 
deciding the levels of working capital. In addition to this, the price levels of inputs in the 
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co-operatives, seasonality of sales in the private firms and the availability of credit in the 
MNCs are also considered as important factors affecting working capital. Credit policy 
and availability of credit are not considered as main factors in both co-ops and private 
firms. This supports the finding that the co-ops have no problem of financing their short-
term investments because of the government bank overdraft facilities. 
The role of working capital management on value creation It can be observed from 
Response Table 8.A that most managers consider overall working capital management, 
particularly managing working capital levels of investment and operations to be relevant 
both for increasing sales and decreasing costs (see Response Table 8.A.D). When it 
comes to details, the managers of the firms believe managing working capital 
investments particularly cash, receivables and inventory as well as operations of sales 
and purchases help to increase sales and decrease costs. It is elso observed that managers 
of co-ops consider managing short-term financing particularly, trade payables, bank 
loans and overall liquidity is not as important for increasing sales and decreasing costs as 
managing working capital investment and operations. However, for private firms all 
these factors are as important working capital investment and operations. Responses of 
the MNCs managers are almost similar to co-ops in this regard. 
8. C. Managing working capital internally (MWCI) 
This section (8.C) covers the internal working capital management, which is divided into 
levels and operations. Working capital levels refer to investments (sections 8.C.1) and 
financing (section 8.C.2) and working capital operations include purchase (sections8.C.3) 
and sales operations (section 8.C.4). Table 8.A also summarized the findings. 
8. C.l. Management of working capital investments 
8. C.1.1. Management of Cash 
In this section, it will be compared how the co-ops, private and MNCs firms manage their 
cash balances, cash collections and cash payments. Concentration is on the firms' 
motives for holding cash levels, purposes for cash forecasts and forecasting approaches, 
cash flow approaches and purposes as well as approaches of controlling cash payments 
and collections. Response Table 8.B.1.1 shows the summary of the responses of the 
firms' managers on cash management. 
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The motives of holding cash As Response Table 8.B.1.1 indicates, all the co-ops, private 
and MNCs firms reported that the main objective of cash management is for transaction 
purposes. No firm manages cash for speculative, precautionary (other than MNCs) or 
bank compensating purposes. This is for three main reasons. First, there is no alternative 
investment opportunity, so there is no need to keep money for speculative purposes. 
Second, if the firms need cash, the bank overdraft facility is there to use, hence there is 
no need to keep extra cash for precautionary purposes. Third, the banks do not require 
any compensating balance for extending overdraft facilities so they do not need to 
deposit extra cash for that purpose. Therefore, all the firms do not have a problem of 
borrowing from the bank. Easy availability is some time causing idle cash with co-
operatives and private firms, but some times, survival of firms is based on the bank 
financing. 
Cash budgeting and control According to their financial managers, all co-ops prepare 
cash budgets as a management requirement, which they also use to plan their cash needs, 
to control the safety jf cash levels as well as operations of cash collection and payment. 
All the firms have the purpose of cash requirement of cash budget forecast. It is only 
HDDCFL from the co-ops, Kwality Dairy and VRS Foods from private firms reported 
not to use cash budgets to control liquidity. An only VRS food from private firm has 
reported the use of cash budget forecasting for long-term planning needs. All the firms, 
other than.,VRS Foods from private, Punjab Co-op and Heinz India Ltd from MNC, use 
the forecasted budget for cash control. All the co-ops and MNCs use cash budgets for 
liquidity purposes. Therefore control of liquidity is more important in the co-ops and 
MNCs firms than in the private firms. In addition to this, Punjab co-ops, and all private 
and MNCs use cash budgets to plan cash needs in the short-term. All the co-ops, private 
and MNCs firms reported that the main forecasting base that they use to estimate their 
cash collections, cash payments and balances is their past experience and forecasted 
sales. However, for private firm management opinion is also used as forecasting base. 
Not a single firm is using marketing research as a source to prepare cash budgets. All 
firms use the receipts and disbursements approach in preparing cash flow statements, 
which they also use to improve future cash forecasts and to control cash. 
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Managing Cash coli'ecthn and payments Most of the firms strictly control their cash 
payments using the voucher system (except Kwality Dairy from private firms), banlc 
reconciliation (other than private firms) and the petty cash system (other than Mother 
Dairy from private and Nestle from MNC). They also control cash collections by 
depositing daily in the bank (leaving Mother Dairy and Kwality Dairy). Not a single 
firm is using separating responsibility for sequential cash operations, handling and record 
keeping. It can be concluded that cash management in all the co-ops, private and MNCs 
firms is highly control oriented. There is very litJe reason to believe that cash 
management is serving a good purpose in creating vame to the firms because these 
control measures do not help in increasing income or decreasing costs related to 
investments in cash. 
8. C.1.2. Management of inventory 
The objective of this section is to make a comparative study of the three categories of 
firms in order to know if they create value by managing their materials and finished 
goods inventory balances. For this purpose, researcher asked the managers how they 
determine inventory costs and values, how they formulate and implement their inventory 
planning and control (physical and cost) and in doing so if the costs are relevant and 
worth of special managerial attention. For more detailed information on the inventory 
management refer to Response Table 8.B. 1.2.1 for materials inventory management and 
Response Table 8.B. 1.2.2 for finished goods inventory management. 
Material inventory management The managers of most firms reported that the main 
purpose for managing materials inventory is to safe guard against shortages and to keep 
production running. However Kwality Dairy and VRS Foods from private don't have this 
purpose. All the private and MNC firms have the purpose of reducing costs of holding, 
however, co-ops don't have this purpose. Only private firms have the purpose of raw 
material inventory management as reducing ordering costs. 
All the firms consider the cost of power as important (other than Punjab co-op, Kwality 
India, and Nestle In iia) cost of holding inventory of materials. The entire private and 
MNCs consider opportunity cost of capital and deterioration cost (leaving Mother Dairy 
and Cadbury India) as important cost of holding inventory of materials. However Co-ops 
do not consider it as cost. Cost of handling is considered as important by all the firms 
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(except UP co-op). However, none of the firm considers the cost of insurance, security, 
clerical worlc and property tax as important. However, only the financial managers of the 
HDDCFL and MNC firms consider the cost§ of materials inventory as significant for the 
management to give it special attention. 
The approach that all firms apply in order to achieve the objectives of materials inventory 
management is by strictly controlling and buy just in time for production. Moreover, all 
the private firms minimize the inventory level for managing cost of holding of material 
inventory. However no one is applying economic order quantity for this purpose. All the 
firms are using FIFO method for costing "and average cost method for valuation of 
material inventory. Moreover, MNCs also use average costing and lower of average cost 
or market for valuation. The firms selectively control the physical movement of materials 
inventory on the basis of cost (Other than UP co-op) and usage rate (leaving Punjab and 
Haryana co-ops). In addition the firms use scarcity (except Mother Dairy and VRS 
Foods) and criticality of the materials (excluding Kwality Dairy and VRS Foods). 
Finished goods inventory management The mangers of all the firms have replied for the 
purpose of finished goods inventory management as satisfying customer demand. 
However they have all denied for the purpose of taking advantage of economies of scale. 
All the private firms (other than Mother dairy) and MNCs revealed that they are having 
the purpose of reducing holding cost for finished goods inventory management. All the 
co-operatives and MNCs have the purpose of keeping safety stock also. However, only 
co-ops have the purpose of meeting seasonal high demand. The co-ops (leaving UP co-
op) and MNC (leaving Nestle) have cost of power a main cost of holding finished 
inventory. Private and MNC also have opportunity cost of capital and deterioration cost 
as important part of holding cost. Only co-ops responded for insurance as important cost 
of holding. Moreover all firms have replied for handling cost as important part of 
inventory holding cost. However, no one has replied for the costs of security, clerical and 
property tax as important. In the interview with the managers all have show the 
significance of the holding cost of the finished good inventory for management decision 
making. 
The firms have differing management policy in controlling inventory costs, particularly 
the specific approacli of inventory control they apply. In order to manage their costs of 
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inventory all the co-ops and private firms are using just in time approach to reduce the 
holding cost. However, not a single manger, believes in holding minimum for managing 
holding cost. All the firms' managers are agreeing on establishing long-term customer 
relations for managing holding cost. Only private firms' mangers apply the approach of 
making customer pay the costs for managing holding cost. 1 he co-ops and privet firms 
are using FIFO method for costing of finished goods inventory, while, MNCs are using 
average costing method. For valuation, weighted average cost is used by co-ops and 
MNCs, while private firms are using lower of average or market cost. The selective 
f-ontrol approaches used by the co-ops include usage rate and criticality in case of 
shortage for UP co-op. Private firms and MNC use average cost and usage rate (leaving 
Heinz India) for selective control of finished goods inventory. However, MNCs only 
consider criticality in case of shortage as selective control approach. 
8. C.1.3. Management of receivables 
The purpose of this section is to study if and how the firms' manage their receivables. 
Hence, researcher asked the managers if they have a credit sales policy (if not, why). If 
the firms have a credit policy, what their sources of information are for screening credit 
applicants, determining credit terms and standards as well as what measures they take to 
collect overdue receivables. Managers are also asked about the risk of uncollectible and 
how they monitor their credit customers and reduce the level of receivables. For more 
detailed information on the receivables management refer to Response Table 8.B.I.3. 
Credit policy and receivables management Both co-ops and private firms sell to private 
customers only on cash basis, for a very short credit period, while they sell on credit to 
fellow government firms. Credit selling to the private customers can not be fully avoided 
in order to achieve the sales target and due to the presence of competition, but private 
firms are given short period of time to return the money. Generally, private firms are 
given time of 15 days, as Mother Dairy by Co-ops and government firms are given time 
of 30 days, as ministry of defense by co-ops. However, to small firms they certainly sell 
on cash only. According to the interviews conducted wi'h the commercial managers of 
the co-ops sell on credit to private firms, like Mother Dairy for the duration of 15 days. 
From a purely business point of view credit management is existent with these co-ops. 
The only debtor account in the balance sheet of both co-ops and private firms is due from 
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related enterprises (Mother Dairy in case of co-ops) and government ministries. The 
MNCs firms have different sales policies depending on whether the customer is a 
government or private (large or small) firm. The cash sales refer to smaller private firms 
while the credit sales (without discount) refer to larger private and all government firms. 
All the co-ops and MNCs have replied that they don't want to extend credit to small 
private firms. Whereas, private firms have replied that they have lack of information on 
credit applicant for extending credits. All the managers use prior experience, financial 
statements and customers' payment history as sources of information for credit screening 
purpose. All the firms have credit terms of open account no discount only leaving Heinz 
India Ltd. However, UP and Haryana co-ops also have open account with discount credit 
terms. Heinz and Nestle India Ltd are also using promissory notes for this purpose. All 
the firms have standards for screening credit-applicants of 5Cs and repeat sales approach. 
However, private firms are also using one time sale approach for screening credit 
applicants. In order to collect overdue receivables they all make telephone calls, send 
reminder and extend credit periods (other than co-ops), but they do not make personal 
visits nor do they employ collection agents or take legal action (other than co-ops). 
Moreover, according to the financial managers, the risk of bad debt is very and none of 
them makes allowances for it. According to the finance managers, they make the 
customer to pay outstanding debt to reduce the level of receivables. Managers of private 
and MNCs firm revealed that they stop selling on credit if due amount is not received. 
Only the managers of MNC replied that they revised credit policy and standards to 
reduce the level of receivables. 
8. C.2. Management of short-term finances 
In order to study the sources and costs of short-term financing, researcher asked the 
financial managers on their sources of finance, the cost of financing and the factors 
influencing the need for short-term financing. For detailed information on inter-firm 
comparison of managing short-term finances, see Response Table 8.B.2. 
Sources, costs and influences of short-term financing 
In addition to cash collected from operations, all firms have the opportunity to use bank 
overdraft to the extent of the cash credit limit offered by banks, therefore they all 
consider it as a main source of short-term financing. Both private and MNCs firms also 
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reported that, retained earnings and trade creditors are the main sources of their short-
term financing. The main source of financing for all the co-ops are bank loan offered 
from co-operative banks in the respective states. Accruals are also being used as sources 
of finance by private and MNCs firms. Researcher has also interviewed the managers of 
the co-ops, private and MNCs firms about the extent of their co-operation with the 
financial suppliers particularly the Commercial Banks of India regarding short-term 
borrowing, overdraft and long-term loans. All firms responded that they are satisfied with 
the relationship with the commercial bank. However, most managers of the private and 
MNCs firms replied that they do prefer to take over draft rather than short-term or long-
term bank loans. The main reason they give for not opting for the short and long-term 
borrowing is because the term borrowings unlike the overdraft loans oblige them to clear 
their outstanding loans within a limited time period. In addition to this co-ops consider 
short-term bank loans from co-operative banks as main source of finance. 
The bank interest cost and service charges are singled out to be the main cost of 
financing working capital investments for the private firms. According to the commercial 
managers of the co-ops and MNCs firms the cost of financing is only interest expenses 
and not relevant for management to give it special attention. Nevertheless, the cost of 
short-term financing in the private firms is found to be a considerable portion of the 
firms' annual expenses. 
Only Mother Dairy and Kwality Dairy from private and Heinz India from MNC do not 
consider seasonality of sales in finalizing the levels of financing. All the firms other than 
UP co-op use sales growth in calculating levels of financing. However, only MNCs have 
replied for availability of credit as influencing factor for deciding the level of financing. 
Punjab co-op, Mother Dairy from private, and Heinz and Nestle India from MNC do not 
feel that price level of input influence the levels of financ-ng, otherwise all the firms 
consider this factor. Availability of credit, operating efficiency and government subsidy 
are not found relevant by any of the firm. 
8. C.3. Management of working capital operations 
Aim of this section is to compare how the co-ops, private and MNCs firms manage their 
working capital operations, particularly purchases and sales. Therefore, researcher asked 
the firms' commercial managers about policies and terms, as well as about the relevance 
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and management of costs related to purchase and sales management. For detailed 
information, refer to Response Table 8.B.3.1 (purchase management) and to Response 
Table 8.B.3.2 (sales management). 
8. C.3.1. Management of purchase operations 
Purchase policies it is observed that all firms could state what their purchasing policy is 
about. Common factors of the purchase policy of all the firms are meeting marketing 
demand and to keep production uninterrupted. All the firms, other than Kwality Dairy 
from private and Heinz India from MNC, also chose meeting seasonal production 
requirements as purpose of purchase policy. Heinz India and Cadbury India take the 
purpose of quantity and cash discount of purchase policy. Moreover, all the MNCs define 
the purpose of decreasing holding cost for purchase policy. 
According to the commercial managers of the firms, all of them purchase on credit, 
specifically milk for a credit period ranging from 15 days to one month. All the co-ops 
take from milk unions on one month credit, similarly private firms also take from milk 
unions and local suppliers on weekly credit. Other materials like sugar, wheat, rice, etc 
are also purchased on credit basis as well as cash basis. Wherever material has to be 
imported, advance payments are made. 
Forecasting and control of purchasing The purpose of purchase forecasting in all the 
firms is to meet production demands but not to help in determining the quantity on hand 
and on order during lead times (other than Mother Dairy and Cadbury India Ltd), 
inventory usage determination (other than Nestle India Ltd). However, all the co-ops and 
Nestle India do the purchase forecasting to take care of safety stocks also. 
With all the firms, purchase forecasting is based on past experience and forecasted sales 
volume. While, UP co-op, Mother Dairy and Kwality Dairy from private and Nestle and 
Cadbury from MNCs; also use management opinion as a base for forecasting. However, 
the purchasing staff almost has no role to play in estimating how much to purchase. All 
the firms have common terms of credit purchasing. However, the entire private and 
MNCs (other than He inz India) also have cash purchasing terms. 
As for the contact, contract and control of suppliers, all co-ops, private and MNCs firms, 
choose the cheapest channel of communication to get in contact with suppliers. 
Moreover, up co-op, Kwality Dairy and VRS Foods and Nestle and Cadbury India also 
335 
Comparative Study of Dr iry Firms 
manage its contacts by trust. However, no one is tai<ing tiie help of purchasing agents. 
For managing contracts and control of purchase transactions all the firms from Co-ops, 
private and MNCs use routine contract agreement and making terms known in advance 
(other than Heinz India Ltd). However the help of lawyers is not being taken by any one. 
In case of contacting, contracting and controlling, co-ops have to follow the guidelines of 
NDDB on some issues, but for most of the issues they are independent. Relevance of cost 
of contacting, contracting and controlling is nothing from co-ops point of view. Mother 
Dairy and Heinz India have replied for the relevance of contacting, contracting and 
controlling cost of purchasing. Moreover, Cadbury has shown the positive for contacting 
and controlling. 
8. C.3.2. Management of sales operation 
In this section, objective is to compare the co-ops, private and MNCs firms' approaches 
in managing sales operation. Therefore, researcher asked the firms' commercial 
managers about policies and terms, as well, as about the relevance and management of 
costs related to sales management. For detailed information, refer to Response Table 
8.B.3.2. 
Sales policy The responses of the co-op's commercial managers to interview questions 
indicated that their main objectives of sales policy is to satisfy the demands of the 
ministries and Mother Dairy to meet seasonal sales requirement and to expand market. 
However, co-ops do not have the purpose of decreasing inventory holding and ordering 
costs. All the private firms and MNCs have the same purpose of meeting seasonal sales 
requirement and to expand market. However MNCs also have the purpose of meeting 
seasonal sales requirement. Both, Nestle and Cadbury India from MNCs have the 
purpose of decreasing inventory holding cost also. The reported sales terms for all the co-
ops, private and MNCs firms are the cash ^nd credit basis. All the co-ops, private and 
MNCS have credit sales standard of 5C's. However, co-ops also use one time sales as 
standard. Both, Nestle and Cadbury from MNCs also use repeat sales approach as credit 
sales standards. 
Sales forecasting and control All the co-ops, private and MNCs have the purpose of 
future demand forecasting from sales forecasting. However, UP co-op, Mother Dairy and 
all MNCs have the purpose of inventory forecasting from sales forecast. Forecasting of 
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quantity on hand and on order is chosen as purpose by Kwality Dairy and Nestle India. 
All co-ops and two from MNCs (Nestle and Cadbury India) have the purpose of 
forecasting safety stock also. 
For most of the firms sales forecasts are based on past experience and statistical 
forecasting other than UP and Punjab co-ops. Management opinion is also used by 
Punjab and Haryana co-ops, Mother Dairy and Heinz India Ltd. However, no one is 
taking the help of salss staff opinion and others production capacity estimates. All the co-
ops, private and MNCs have the terms of cash and credit sales. For credit sales standards 
all use 5C's, however, Nestle and Cadbury India also use repeat sales approach. 
All the co-ops, private and MNCs firms (except Heinz Idia Ltd) choose the cheapest 
channel of communication to get in contact with customers. In addition to this, all are 
developing long lasting relationship with their customers (except Punjab Co-ops) In 
getting into contract with customers all the cp-ops, private and MNCs firms make routine 
contract agreements with their terms of sales knowii to both parties in the sales 
transaction. All the co-ops, private and MNCs firms also make routine control 
agreements with control terms known in advance to both transaction partners. 
Generally, all co-ops reported that the costs of contact, contract and control of sales 
transaction are very small and therefore not relevant for the management. However, 
private firms replied in favor of the importance and relevance of the costs of contacting, 
contracting and controlling. Moreover, MNCs also have indicated the importance and 
relevance of costs of controlling the sales transactions. But, the cost of contacting is 
ignored by all. All firms reported also that the possibility of customers to back down 
from their sales agreement is very small and it is not difficult to find another customer. 
Regarding management of back down custqmers all firms believe in negotiation and in 
stop dealing till bills are settled. 
8. C.4. Performance evaluation of working capital decision 
In this section researcher study if the all the co-ops, private and MNCs firms evaluate the 
performance of their working capital decisions with regard to the levels of investment 
and financing as well as operations of purchasing and selling. For this purpose, managers 
are asked what specific financial and non-financial criteria they apply to measure and 
evaluate their performance, and what factors determine their overall performance. Firms' 
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financial statements have also been used to study the comparative performance of their 
working capital levels and operations. For moi'? information of performance 
measurement and evaluation refer to Response Table 8.B.3.3, for performance evaluation 
of working capital decisions and 8.B.3.4 for a comparative financial performance. 
Determinants of performance Fixed assets and financing is not used by any of the 
company as determinants of firm's performance. However, working capital investment 
and financing is commonly used by the firms as the determinants of the performance. 
Whereas, some firms like UP co-ops and Heinz India do not consider working capital 
investment, moreover, Heinz India also not consider short-term financing as determinant. 
The private firm reported that their performance is also determined by the profitability. 
However, they reported that their performance is not reported by availability of fixed 
capital investment and financing as well as labor (both skilled and unskilled). According 
to the managers of the MNCs firms' fixed capital investment and long-term financing as 
well as availability of labor do not determine how well or bad they perform. 
Performance measurement and evaluation criteria researcher asked the firms' 
managers, what mechanisms they use to evaluate the internal and external performance 
of their working capital decisions. In order to evaluate their performance, all co-ops, 
private and MNCs firms reported that they compare their past performance with their 
present (except Heinz India) achievements, actual with the expected performance and 
comparing inter-firm benchmarks (other than Punjab and Haryana co-ops). 
Customer satisfaction based performance evaluation: Only the MNCs have replied for 
minimizing costs foi- customer satisfaction based performance evaluation by allowing 
quantity discounts. However, no one is gaining the customer satisfaction by charging 
lower prices and allowing cash discounts. All the co-ops, private and MNCs firms 
reported that the take care of their customers satisfaction by improving the quality of 
products by decreasing defects rate, maintaining higher customer retention rate and 
providing higher customer perceived value (other than Haryana co-op). All the co-ops, 
private and MNCs firms reported that the take care of their customers satisfaction by 
trying to be efficient on their communication by applying the policy of faster response 
and delivery time. 
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Accounting based performance evaluation criteria all co-ops, private and MNCs firms 
reported that they check their liquidity by current ratio. Moreover, all private firms and 
two MNCs (Nestle and Cadbury India) also use quick ratio for keeping the eye on 
liquidity. Inventory and receivable turnover (except UP and Haryana co-ops) are 
commonly used by all the co-ops, private and MNCs fimio for analyzing operational 
efficiency. However no one has replied for the use of overall working capital ratio in 
order to check operational efficiency. In order to check financial efficiency, the finance 
mangers of all the co-ops, private and MNCs firms replied for calculating inventory and 
receivable to working capital. Moreover co-ops also use cash to working capital for 
checking financial efficiency. However, they all denied the calculation of working capital 
to total assets in order to check financial-efficiency. By the interview with finance 
managers of all co-ops, private and MNCs firms, it is '-•bserved that they check their 
short-term debt leverage by calculating current debt to total debt. All the co-ops and 
MNCs have reported the observation of gross profit margin for tracing profitability. 
However, private firms have replied for the use of net profit margin, return on working 
capital investment and return on total investment for checking profitability. Moreover, 
MNCs also use return on investment for this purpose. 
In the next section, a comparative evaluation of the firms' financial performance is 
presented (see Response Table 8.B.3.4). Research evaluates the investment composition 
using asset structure ratios. Liquidity and short-term financing composition ratios are 
also used to evaluate the firms' short-term financing and liquidity position and lastly, 
activity and profitability ratios are used to study the firms' overall efficiency in turning 
over working capital assets. 
8. C.4.1. Performance evaluation of working capital investments 
Investment composition the firms' investment composition is studied by computing 
working capital to total assets. In order to have specific insight into the firms' working 
capital investment composition, research evaluated the breakdowns of working capital 
into cash, receivables and inventory. Research used the terms "inventories" and "stock" 
as well as "accounts receivable" and "debtors" inter-changeably. the terms inventories 
and receivables are used in the literature review, while empirically it is found that the 
firms in India use the terms "stock" for inventories and "debtors" for accounts receivable. 
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As it is indicated in Response Table 8.B.3.4, the study year average Current asset to total 
asset for the Private and MNCs firms are 58.4%, and 45.2% respectively. The implication 
of these ratios is that the composition of working capital in total assets is slightly 
excessive in private firms (when compared to the global ratio of 50%) given the 
manufacturing nature of the activities that the firms are in. Particularly, the private firms 
with an average of 58.4% of total investment tied up in working capital assets show 
excessive investment in current assets. The comparative trend over the seven years of 
current assets to total assets composition that is indicated by Figure 8.A also supports the 
above argument. Private firms have recorded increasing trend of investment in current 
assets, while MNCs have recorded decreasing trend. 
Research also computed cash, receivables and inventory to working capital, which on 
average accounted to 15.6%, 30.7% and 46.1% respectively for the private firms, 15.8%, 
32.5% and 
49.2% respectively for the MNCs respectively. Both the private and MNCs firms have 
invested most of their working capital assets in inventory followed by receivables and 
lastly in cash. Particularly, the composition of inventory in the total working capital 
assets is large for the firms, which is normally due to the nature of the operations in 
industry as told by the financial managers. As it is revealed by Figure 8.B, the short-term 
debt compared to tho total assets in the private and MNCs firms was zero. This implies 
^hat the assets are not financed by the short-term debts. 
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8. C.4.2. Performance evaluation of working capital finances 
Liquidity position In order to study how the Firms'' investments are financed and their 
liquidity position, the firms' financial statements are analyzed by computing liquidity 
ratios (see Response Table 8.B.3.4). The liquidity posifion of the firms is analyzed using 
current and quick ratios. 
Current ratios The average current ratios for the private and MNCs firms were 1.5, and 
1.3 respectively. When compared with the global norm on current ratio of 2 the both 
firms may indicate liquidity problems. 
Figure 8.C.1: Current Ratio - Private and MNCs Dairy Firms 
(1998-2007) 
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Years 
- Privat* Dairy Firms 
-MNCs Dairy Firms 
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Moreover, the trend in Figure 8.C.! shows that the current ratio of the private and NfNCs 
firms at the end of the study period fell below the generally accepted norm (see Response 
Table 8.B.3.4). However, private firms have recorded increasing tend, while MNCs firms 
have recorded decreasing trend for current ratio. Quick ratio it can be observed from 
Response Table 8.B.3.4, that the private and MNCs firms respectively have quick ratio of 
0.79 and 0.57 (See figure B.C.2). When compared with the global norm of 1, these ratios 
still indicate that the both the firms have problems of liquidity, implying also that 
relatively a large portion of their current assets is composed of inventory. 
Figure 8.C.2: Quick Ratio - Private and MNCs Firms - (1998-
2007) 
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Short-term financing composition As it is indicated in Response Table 8.B.3.4 the 
private firms use only trade creditors and others which accounted to about 64.2% and 
35.8% respectively. The MNCs firms use trade creditors (68.6%) (See, figure 8.C.3), 
other (31.4%) (See figure 8.C.4), and short-term bank loans (0%). However, the private 
and MNCs firms use mainly trade creditors and others accruals. 
342 
Comparative Study of Dairy Firms 
Figure 8.C,3: Short-term Financing - Creditors - Private and 
WINCs Dairy Firms (1998-2007) 
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Figure 8.C.3: Short-term Financing - Others - Private and 
MNCs Dairy Firms (1998-2007) 
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8. C.4.3. Performance evaluation of working capital operations 
Researcher used activity and profitability ratios r-jspectively to study liow efficient and 
profitable tiie private and MNCs firms were during the }ears of the study. 
Operational efficiency of working capital activities Operational efficiency of working 
capital activities is measured by using activity ratios, which include, inventory turnover, 
receivables turnover and overall working capital turnover. The turnovers can also be 
converted to average days the current assets are held. The computation regarding activity 
ratios is included in Response Table 8.B.3.4. 
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Inventory turnover and days lliat the inventory was not collected indicate that annual 
cost of goods sold for the private and MNCs firms respectively is 11.5 (or 31 days), and 
8.6(or 42 days). This inventory turnover ratio and days outstanding for all the firms 
indicate good moving inventory possibly due to efficient working capital management, 
that is, good buying and selling practice and sound inventory management. A closer 
observation at Figure 8.D reveals that the inventory turnover of the private and MNCs 
firms is improving. F rivate firms have indicated abnormally high turnover in 2002, due to 
the Kwality Dairy abnormally high turnover (89) in that year. 
Figure 8.D: Inventory Turnover- Private and MNCs Dairy 
Firms (1998-2007) 
Years 
1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 
Years 
•Privat* Dairy Firms -MNCs Dairy Firms 
Receivable turnover and average collection days reveal 14.95 (or 24 days) and 14.7 (or 
24.3 days) respectively for the private and MNCs dairy firms. As indicated by Figure 
8.E, the receivables turnover for the private firms is indicating decreasing tend while for 
MNCs firms it is showing increasing trend. Private firms have indicated abnormally high 
turnover (114) in 2001, due to the Kwality Dairy abnormally high turnover in that year. 
Both types of firms have rcrded good receivable turnover for the study period. 
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Figure 8 .E: Rece ivab les T u r n o v e r - Pr ivate a n d M N C s Dairy 
F i rms ( 1 9 9 8 - 2 0 0 7 ) 
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Overall working capital turnover respectively for the private and MNCs firms indicate 
that sales is 4.0 and 4.3 times the average annual balance of current assets (see Figure 
8.F). Again the overall working capital turnover is above average implying the days that 
the working capital assets take to turnover is not very long. 
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Overall profitability measures of performance evaluation include operating profit margin, 
net profit margin and return on total assets. As Response Table 8.B.3.4 shows, the firms' 
operating profit margin on average respectively for the private and MNCs firms was -
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2.92%, and 14% and net profit margin on average was -5.2% and 8.6% respectively 
while the return on assets was -2.3% and 16.1% respectively for the private and MNCs 
firms. (See also Figure 8.G). 
As indicated by the figure 8.G.1, operating profit margin for both private and MNCs 
firms is improving. However, for private firms operating profit margin is recorded 
negative from 1998 to 2003, while for MNCs it is recorded positive for all the years of 
study on average basis. Only VRS foods in private firms has recorded positive margin for 
all the years of study. All the three MNCs firms have recorded positive operating profit 
margin for all the years of study. 
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As indicated by the figure 8.G.2, Net profit margin for private and MNCs firms is 
following the pattern of operating profit margin. Private firms recorded positive net profit 
margin 2004 onward, while MNCs have recorded positive r.et profit margin for all the 
years of study. Only VRS foods in private firms has recorded positive margin for all the 
years of study, while all the three MNCs firms have recordei positive net profit margin 
for all the years of study. 
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Figure 8.G.3, indicates that return on total assets is improving for both types of the firm 
2004 onward and al ;o return on total assets is following the same pattern of operating 
and net profit margin for private and MNCs firms. 
Concluding remarks Firms create value when the objective of working capital 
management is tailored towards value creation, rather than only the custody of property 
and operations. Empirically, the managers reported that they apply controlling 
mechanisms in order to manage their working capital levels and operations. In the co-
operatives firms the problem is mainly due to managerial empowerment. In the private 
and MNCs firms study trace this lack of managing for v. 'ue creation due to problems of 
liquidity, as well as lack of capital market investment opportunities and sometimes 
alternative financing sources. 
Dairy Co-operatives lack managerial empowerment. Managers of 
Co-operatives are not fully empowered to manage their internal working capital levels 
and operations a$ well as their external supplier linkages. In the co-operative firms, 
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NDDB has the final say in both internal and external affairs of the firms and the Ministry 
of Agriculture also plays the Icey role. The management of these firms is given little 
authority and power to manage the affairs of the firms. 
For the private and MNCs firms, the main constraint is not the problem of managerial 
empowerment. The private firms' problems can be traced to lack of clarity of managerial 
objectives, lack of capital market investment and financing opportunities as well as lack 
of both skilled and unskilled labor. 
The following table i) summarizes overall findings with regard to the managing working 
capital internally. 
Table 8-A 
Overall 
Working 
Capital 
Management 
Dairy Co-operatives 
Management policy is to 
remain liquid, generate 
profit and smooth 
operation. Objectives 
constrained by lack of 
working capital 
investment, skilled labor 
and managerial 
empowerment. 
Private Dairy Firms 
Objective is to increase 
sales. Remain liquid and 
smooth operations. 
Objectives constrained by 
working capital financing 
and investment and market 
MNCS Dairy Firms 
Management policy is to 
increase sales, decrease 
costs and generate profit. 
Objectives are constrained 
by lack of market and 
working capital 
investment. 
Managing Internally - Levels 
Investment 
Financing 
Do not manage the 
carrying costs of surpluses 
and shortage costs of 
deficits of cash, 
receivables and inventory 
levels. Do not try to 
harmonize policies of cash 
levels with that of trade 
receivables and inventory. 
Management is restricted 
to the control function 
Working capital 
investment financed 
through short-term bank 
loan. Lack careful 
management of financing 
sources, costs and liquidity 
positions. Do not 
harmonize policies of cash 
levels with that of trade 
payables and inventory of 
materials. 
They manage the carrying 
costs of surpluses and 
shortage costs of deficits of 
cash, receivables and 
inventory levels. They also 
try to harmonize policies of 
cash levels with that of 
trade receivables and 
inventory. Management is 
not only restricted to the 
control function. 
They harmonize policies of 
cash levels with that of 
trade payables and 
inventory of materials. 
Objectives constrained by 
lack of financing 
opportunities. 
They manage the carrying 
costs of surpluses and 
shortage costs of deficits 
of cash, receivables and 
inventory levels. 
Management is restricted 
to the control of costs and 
physical safety. They also 
try to harmonize policies 
of cash levels with that of 
trade receivables and 
inventory. 
They try to harmonize 
policies of cash levels 
with that of trade payables 
and inventory of materials. 
Objectives constrained by 
lack of financing 
opportunities. 
Managing Internally - operations 
Purchase Management has clear 
policy on pyrchase terms 
and standards. 
Management is not 
They have clear managerial 
policy on purchase terms 
and standards. Management 
tries to harmonize cash 
They have policy on 
purchase terms and 
standards. Try to 
harmonize cash payments 
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restricted to the control 
function only. 
Management does not try 
to harmonize cash 
payments with purchases 
and trade credits. 
payments with purchases 
and trade credits. 
Management is independent 
in making policy and 
control. Comparatively 
better than co-ops. 
with purchases and trade 
credits so that cash needed 
is minimized and purchase 
and trade credits are 
maximized. More sound 
than Co-ops and private 
firms. 
Sales Management has clear 
policy on sales and cash 
collection terms and 
standards. Do not try to 
harmonize cash collections 
with sales and receivables. 
Have to sell their products 
mainly to the Mother Dairy 
and Govt, ministries. 
They have clear policy on 
sales and cash collection 
terms and standards. They 
try to harmonize cash 
collections with sales and 
receivables. Management is 
independent in making 
policy and control. 
Comparatively better than 
co-ops. 
They have policy on sales 
terms and standards. 
Credit standard to evaluate 
credit applicants depend 
on the five C's. 
Government firms are 
trusted more and are 
offered credit. Try to 
harmonize cash 
collections with sales and 
receivables. 
8. D. Management of working capital externally - supplier and customer linkages 
This section presents a comparative study of the external working capital management of 
the three categories of firms - co-ops, private and MNCs. It explores if the firms have 
proper inter-firm co-operation on both the supplier and the customer side. Particularly, 
researcher study if the firms have proper inter-firm co-operation with their suppliers and 
customers on the primary activities, purchase and sales operations and inventory 
management and what benefits they get as a result of their co-operation or why they do 
not co-operate. Detailed supporting data on the firms' responses on firm-supplier co-
operation are included in Response Table 8.C.1.1 and Response Table 8.C.1.2 is on the 
firms' responses on firm-customer co-operation. Table 9-B summarized the findings. 
8, D.l. Firm-supplier co-operation 
8. D.1.1. Responses of the main firms 
Firm-supplier co-operation on primary activities Manage, s are asked if they co-operate 
with their suppliers on the primary activities. As indicated in Response Table 8.C.1.1, all 
the co-ops, private and MNCs firms co-operate on primary activity with suppliers on the 
inbound activity particularly shipment and storing (except Punjab Co-op and Heinz 
India) of material. Moreover, MNCs also co-operate on inventory control and material 
handling (other than Heinz India Ltd). Private firms also co-operate on material handling 
but not on inventory control and distribution to production. Moreover, co-ops also not 
control on distribution to production, inventory control and material handling. 
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For the co-operation on production operation as primary activity, all the managers replied 
negative for machining, packaging, assembling and equipment maintenance. However, 
they have responded positive on the co-operation for product testing, facility operations 
(except UP and Haryana co-ops) and timely availability of raw material. For marketing 
and sales, only MNdls co-operate on sales and purchase channel selection and Co-ops 
and private firms co-operate for value evaluation of delivery of inputs. However, no one 
co-operate on the issues of advertising, promotion and sales force. The only issue where 
all the firms co-operate with their supplier after sales is product adjustment. 
Firm-supplier co-operation on purchases and inventory management On the issue of 
firm-supplier co-opeiation on purchases and inventory management, most co-ops, private 
and MNCs firms co-operate with regard to quality and quantity of materials, terms of 
transportation as well as getting the materials just in time fo)- production. Regarding the 
benefits of the firm-supplier co-operation, firms' managers responded for decrease in the 
time for purchasing (except Mother Dairy); minimizing the cost of carrying inventories 
(leaving UP and Punjab co-ops) and creates trust of the suppliers. Moreover private firms 
are experiencing the benefit of reduced ordering cost. 
Punjab and Haryana co-ops replied that they don not have the policy of co-operation with 
private suppliers, moreover all the co-ops fell that suppliers other than milk unions do not 
co-operate because they have easy options. All co-ops enjoy the benefits of co-operation 
with milk unions. Private firms have responded for the existence of policy on co-
operation, supplier's co-operation and the benefits of co-operation, but they also feel that 
suppliers have easy options with them. Main issue of MNCs is that suppliers do not co-
operate, other wise tliey have the policy and also see the benefits. From the responses of 
all the firms, it is observed that suppliers have high bargaining power other than milk 
unions in case of co-ops, reason for this is that demand of milk is rising rapidly and there 
is shortage of suppl.v in the market, particularly in the months of April, May and June 
supply decreases sharply. Therefore, due to the high demand and availability of easy 
options suppliers do not feel the need of co-operation. 
8. D.1.2. Firms-supplier co-operation - responses of suppliers 
Suppliers of the firms are approached to find their responses and study the value creation 
potential of the backward linkages. In this section, researcher comparatively studies the 
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firm-supplier co-operation of tiie co-ops, private and MNCs firms from the point of view 
of their main suppliers. It is tried to explore their co-operation on primary activities, sale-
purchase operations and related benefits or the reasons for the lack of co-operation. 
Finally, suppliers' evaluation of firm efficiency is covered. 
Firm-supplier co-operation on the primary activities The suppliers of all the 
Co-ops, private and MNCs firms responded generally that they do not have strong firm-
supplier co-operation on most of the issues of production operations under primary 
activities. However, they have shown their co-operation on the issues of product testing 
and facility operations (except co-ops). Only suppliers of MNCs responded co-operation 
with the firms on all the outbound activities, like finished goods warehousing, material 
handling, delivery vehicle operation and order processing. Suppliers of the private firms 
also recorded co-operation on all the outbound activities other than finished goods 
warehousing (except Mother Dairy). However, co-ops have only replied for the co-
operation on delivery vehicle operation and order processing. Managers of suppliers of 
all the co-ops, private, MNCs firms have reported no co-operation on any issue of 
marketing and sales. However suppliers of MNCs replied for co-operation only on value 
evaluating of delivery of inputs. Incase of after sales services, co-operation is reported 
only on product adjustment. 
Firm-supplier co-operation on purchase and inventory management The suppliers of 
all co-ops, private and MNCs firms responded that they co-operate with the firms in 
providing goods when just needed and on credit sales without discounts. However, 
suppliers of all the MNCs and two private firms (Kwality Dairy and VRS Foods) 
reported their co-operation on credit sales with discount aiso. But there is no co-operation 
between the suppliers and firms on exchanging skilled staff 
The benefits of co-operation The suppliers of, all the MNCs firms responded the benefits 
on the maximum issues they get as a result of their co-operation including decrease cost 
of selling goods, creating trust of customers (except Heinz India), decreasing the time 
needed to sell the goods (except Heinz India), as well decreasing the carrying cost of 
inventory (except Cadbury India). Minimum co-operational benefits are reported by the 
suppliers of co-ops, only creating trust and decreasing time. However, suppliers of 
private firms have shown the benefit of decreasing carrying cost also. Supplier of VRS 
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foods from private and Heinz from MNC has reported the benefit of minimizing the cost 
of ordering and transportation. T can oe concluded from the observations that, maximum 
benfit of co-operation is being achieved by the MNCs and their suppliers; therefore, level 
of co-operation is highest in MNCs. After MNCs, private firms and their suppliers are 
availing the benefits of co-operation. Least co-operation is observed in case of co-ops. 
Supplier rating of firm efficiency The suppliers of all the co-ops, private and MNCs 
rated their partners as efficient on purchase order processing, bilateral communication 
and payment habits. Moreover suppliers of co-ops also rate on the basis of explanation to 
the enquiries and using suppliers' services. While, suppliers of MNCs, also, consider 
marketing approach for rating their customers. 
Concluding remarks on firm-supplier co-operation it is observed in most cases that the 
co-ops agree with their suppliers on the lack of co-operation on major of primary 
activities as well as on sale/purchase and inventory management. However, the responses 
of the private firms and their suppliers reveal that their suppliers support the claim of the 
private firms' co-operation on primary activities as well as on sale/purchase and 
inventory management. The co-ops' claim of co-operation on inbound activities also 
contradicts with that of their suppliers. For MNCs the co-operation is reported best on 
primary and on sales/purchase and inventory management. Generally, according to the 
responses of the suppliers on the firm-supplier co-operation on the primary activities, 
sales/purchase operations and inventory management is very poor for co-ops. But it is 
good for MNCs and private. As a result of which it is believed that private and MNCs 
firms are efficiently managing their transaction costs and that their value creation 
potential remains weak. However, co-ops are lacking in the management of their 
transaction costs and that their value creation. 
8. D.2. Firm-customer linkages 
8. D.2.1. Response of the main firms 
Comparatively, how efficient are the co-ops, private and MNCs firms in managing their 
customer linkages? researcher seek an answer to this question by asking the financial and 
commercial managers of the firms about if and how they cooperate with their customers 
on primary activities, sales operations and inventory management. It is also inquired that 
what benefits they get as a result of their co-operation or why they do not co-operate. 
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Firm-customer co-operation on primary activities All the co-ops, private and MNCs 
firms reported that they co-operate with their customers on production operation for 
packaging, assembly (except MNCs), product testing and facility operations. However, 
VRS Foods do not co-operate assembly and Heinz India also not co-operate in facility 
operations. However, no one is co-operating in machining and equipment maintenance. 
All the co-ops, private and MNCs firms reported that they co-operate with their 
customers on outbound activities, particularly finished goods warehousing, delivery 
vehicle operation, material handling (except co-ops) and order processing (except private 
firms). Regarding marketing and sales activities, all the co-ops, private and MNCs have 
replied full co-operation on advertising promotion, sales force and sales/purchase channel 
selection (except Mother Dairy). All the firms manager co-operate with their customers 
on product adjustment after the sales. However, co-ops and MNCs also co-operate for 
providing customer training. From the above responses of the managers, it is evident that 
the firms, co-ops, private and MNCs co-operate with their customers for major of the 
activities. However, co-ops reported that their co-operation with government customers 
and Mother Dairy is strong enough but with the private customers the level of co-
operation is low. Private firms also have high co-operation with government customers 
comparatively, but they &re also maintaining sufficient level with private firms also. 
MNCs have same level of co-operation with all types of firms. 
Firm-customer co-operation on purchase and inventory management All the co-ops, 
private and MNCs firms reported that they co-operate with their customers on the quality 
and quantity they have to sell to customers, on the terms of transportation and in 
providing the goods just in time for production. Therefore full co-operation Is reported by 
all the firms' manger on all the activities related to the purchase and inventory 
management. Regarding the benefits of the co-operation all the firms' mangers 
responded for increasing sales, creating trust of the customers and minimizing the cost of 
inventory carrying. However for the benefits of minimizing the cost of ordering and 
transportation, only private firms' mangers and Cadbury India responded positively. All 
the firms have responded for the importance of the co-operation between firm and 
customer. They have also shown that they have polices also for co-operating with 
customers. But some MNCs firms like Heinz and Cadbury India reported that customer 
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don't co-operate. Co-ops also reported for private customers that sometimes tliat don not 
co-operate. Due to tliese reasons, co-ops some times do not plan co-operation with 
private customers. 
Assessing customer satis/action According to the financial managers, all firms get 
feedback on their customers' opinion on the quality of their products, and services by 
rllowing them to return any product with inferior quality, make periodic assessments of 
customer opinion and making strict quality control at the production floor. However, no 
one allow customev to pay only if products are as per their expectations. 
8. D.2.2. Firm-customer co-operation - responses of customers 
Researcher approached the customers of the Co-ops, private and MNCs firms to find 
their opinion on firm-customer relations and to study the value creation potential of the 
forward linkages. It was searched for the specific co-operation on the primary activities 
as well as on their purchases and inventory management. Benefits of inter-firm co-
operation are also studied as well as the customers' evaluation of firm efficiency. 
Response Table 8.C.3 contains detailed supporting data on customer responses on firm-
customer co-operation and Table 9-B summarizes the findings. 
Firm-customer co-operation on the primary activities The customers of all the firms, 
co-ops, private and MNCs responded that they have the co-operation with their supplier 
firms on the activities of order processing and delivery vehicle operations for inbound 
activities as a part of primary activities. Moreover, the customers of co-ops and MNCs 
have also replied for their co-operation with the suppliers firms on receiving the goods. 
For storing, customers of Nestle and Cadbury India from MNCs, Kwality Dairy from 
private and Haryana co-op have recorded their co-operation. However, no customer has 
replied for its co-operation with supplier firms on distribution to production, inventory 
control and material handling (except Nestle and Cadbury India). Regarding the 
production operation under primary activities, commercial managers of the entire 
customer replied that they have co-operation on packaging, product testing and facility 
operations (except Heinz India and Haryana co-op) with supplier firms. However they do 
not have co-operation on machining, assembling and equipment maintenance. It may be 
due to the nature of the operations and product. Commercial mangers of all the customers 
have responded very positively on all the activities, advertising, promotion, sales 
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operation, sales force and sales/purchase channel selection. Customers of Co-ops 
indicated their co-operation on supplier training. Mother Dairy conducts workshop on 
regular basis for their supplier co-ops. For product adjustment all customers replied their 
co-operation with their suppliers. 
Firm-customer co-operation purchase and inventory management during the interview 
with the commercial managers of customers of all co-ops, private and MNCS, they 
replied for their co-operation credit purchase without discount and receiving the goods 
when just needed. Moreover, customers of co-ops also reported their co-operation on 
exchanging skilled staff with their suppliers. Customer of Heinz and Cadbury India has 
expressed their co-operation on credit purchase with discount from their suppliers. 
Customers have responded the absence of well defined specific policy from management 
on co-operation as the reason for non co-operation, however, the level of co-operation in 
practice is recorded good. All are agree with the co-operation of their suppliers firms and 
the benefits of co-operation. 
Customer rating of firm efficiency Customer of the co-ops replied that they rate their 
suppliers on marketing approach (except Haryana), sales processing, product quality, 
delivery of goods (except Haryana Co-op) knowledge about the customers, explanation 
to enquiries, bilateral communication, using customer seTlces and cash collection habits 
(Haryana co-op). Customer of the private firms replied that they rate their suppliers on 
sales processing, product quality, delivery of goods, impartiality with other buyers (only 
VRS Foods), and explanation to enquiries (except VRS Foods), and knowledge about the 
customers (only Kwality Dairy), bilateral communication (except Kwality Dairy) and 
cash collection habit (other than Kwality Dairy). Customer of the MNCs firms rate their 
suppliers on marketing approach, sales processing (except Nestle India), product quality, 
delivery of goods, and explanation to enquiries, and cash collection habits. No one has 
responded for the cost of the product for rating the supplier. 
Concluding remark on inter-firm co-operation Let now make some concluding remarks 
with regard to the overall firm-supplier-customer co-operation which is prevalent in the 
co-ops, private and MNCs firm. 
Overall, from the above empirical findings it can be conclude that the co-ops' 
relationship with their customers and suppliers is partially determined by NDDB 
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regulations, otherwise they are empowered to talce the decisions regarding how they have 
to co-ordinate their primary activities, sales/purchase and inventory management related 
to both backward and the forward linkage. So the firms' management has sufficient 
managerial empowerment. On the other hand the private firms have full autonomy to 
manage their inter-firm linkages with suppliers and cii,tomers. They can design and 
implement dynamic approaches of firm-customer cooperation. 
The firm-supplier-customer relation of the MNCs firms is also efficient because of the 
customer oriented management culture, best managerial experience with the private 
sector and existence of other competing private and MNCs firms, which could provide 
for exemplary firm-customer co-operations 
In general, most firms do not use a well defined and particular approach to keep in touch 
with their suppliers and customers or expedite their backward and forward linkages. 
However, when the responses of the firms and their customers are compared, all firms 
and their suppliers and customers agree that they have co-operation in major of the 
marketing/sales and after sales services. 
Table: 8.B. the practical findings on managing working ca 
External 
Supplier 
Linkages 
Customer 
Linkages 
Dairy Co-operatives 
Co-operation depends 
partially on the basis of 
NDDB regulations, 
otherwise they are 
independent for their co-
operative policies and 
practices. Tl^ ere is close 
inter-co-operative firm 
cooperation. Co-operation 
with the private sector 
except Mother Dairy is 
weak. Inter-co-operatives 
cooperation enhanced 
purchases and minimized the 
carrying costs of inventories. 
Co-operation depends 
partially on the basis of 
NDDB regulations, 
otherwise they are 
independent for their co-
operative policies and 
practices. There is close 
inter-co-operative firm 
cooperation. Co-operation 
with the private sector 
except Mother Dairy is 
Private Dairy Firms 
Most have strong firm-
supplier co-operation. 
They are planning 
synchronization among the 
policies of cash, payables 
and inventories with the 
policies of suppliers. Inter-
firm co-operation 
decreased ordering cost, 
time needed to purchase, 
cost of carrying inventory 
and creating trust of 
suppliers. 
Most have strong firm-
customer co-operation. 
There are planning and 
implementing 
synchronization among the 
policies of cash, 
receivables and inventories 
with the policies of 
customers. Inter-firm co-
opeartion has increased 
sales, trust with supplie,-s, 
pital externally 
MNCs Dairy Firms 
Have strong firm-supplier 
co-operation. They are 
planning and implementing 
synchronization among the 
policies of cash, payables 
and inventories with the 
policies of suppliers.. Inter-
firm co-operation decreased 
time needed to purchase, 
cost of carrying inventory 
and creating trust of 
suppliers. 
Have strong firm-customer 
co-operation. They are 
planning and implementing 
synchronization among the 
policies of working capital 
levels and operations with 
the policies of its 
customers. Inter-firm co-
operation has increased 
sales, trust with suppliers, 
decreased carrying and ( 
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wealc. With this closer firm-
customer CO- operation sales 
is enhanced and the carrying 
costs of inventories 
minimized. 
decreased carrying 
transportation costs. 
and transportation costs. 
Evaluation Evaluate their performance 
using comparative analysis 
of past versus present, actual 
versus expected. Use 
liquidity and activity and 
profitability measures of 
accounting. Use customer 
satisfaction criteria of 
improving quality and 
communication. 
Evaluate their performance 
using comparative analysis 
of past versus present, 
actual versus expected and 
inter-industry benchmarks. 
Use liquidity and activity 
and profitability measures 
of accounting. Use 
customer satisfaction 
criteria of improving 
quality "nd 
communication. 
Evaluate their performance 
using comparative analysis 
of past versus present, 
actual versus expected and 
inter-industry benchmarks. 
Use liquidity and activity 
and profitability measures 
of accounting. Use 
customer satisfaction 
criteria of improving quality 
and communication. 
Moreover, most firms have responded that they co-operate on sa e/purchase operations as 
well as their customers also responded the existence of inter-firm co-operation on the 
same activities. The MNCs firms have also expressed their firm-supplier and customer 
co-operation on their inbound and outbound and production activities along with the 
opinion of their customers. 
8. E. the general Indian context 
In the interviews conducted researcher asked the managers of the firms the effect of 
ownership, government regulations, managerial empowerment and cultural factors on the 
management of working capital. The findings reveal these factors have substantial 
influence on the managers. Table 9-C summarized the findings. 
Ownership With the co-operatives control by NDDB regulations impaired managerial 
empowerment to the some extent. There is also interference through subsidies, not 
presently and market protection. Competition is hindered by interference from the NDDB 
regulation to some extent and the firms have similar objectives and control patterns 
which aim at enhancing social objectives such as creating employment. Managers of the 
private firms face flexibility for empowerment but they have to face tough competition. 
And also there is no market protection for them. Management has to face tough challenge 
for their survival ard growth. Firms have similar objectives and control patterns in trying 
to enhance social and profit objectives and so reflect characteristics of both government 
and MNCs firms. MNCs firms reveal strong resistance to new MNCS and private 
business environment. Due to presence of efficient financial institutions and capital 
markets they have good backup for investments and financing. They have full 
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independent in policy making and also best available managerial manpower. The firms' 
main aim is operational efficiency with a value creation as the ultimate objective. 
Government regulation Managers of the co-operatives are influenced partially by the 
NDDB requirements and interference of higher government bodies. Government 
regi'ldtions influence the type of business operations and inter-firm linkages. Government 
also determines the rules and guidelines on how the firms have to be managed. With the 
private and MNCs firms government regulations have negligible influence on the type of 
business operations, inter-firm linkages and the type of competition. 
Managerial Empowerment With the co-operatives managers, lack of management power 
has made an impact in the selection of alternative management approaches and has 
played a role in the development, acquisition and adaptation to proper managerial 
policies, but, to the less extent. Private firms' managers are not influenced by the 
government requirements and interference of higher government bodies. Government 
sets guidelines on the type of business operations and how the firms have to be managed. 
MNCs managers are fully empowered and free to select from alternative management 
approaches. Howev ir, they made high visible change in the development, acquisition and 
adaptation to proper managerial policies because of their multinational background, 
managerial experience and presence of financial institutions and capital markets. 
Cultural Factors Researcher did not find any cultural practices, believes, or norms that 
hinder managing working capital levels and operations internally or externally. 
Table; 8.C. The practical findings on the general issues in the Indian context 
General Dairy Co-operatives Private Dairy Firms MNCS Dairy Firms 
Ownership Control by NDDB 
regulations partially 
impaired managerial 
empowerment. There is 
government interference 
through market protection. 
Competition is hindered by 
the government. Firms have 
similar objectives and 
control patterns. Firms 
enhance political and social 
objectives. 
Mar.'^ gers of the private 
firms face flexibility for 
empowerment but they 
have to fa-e tough 
competition. Firms have 
objectives and control 
pattems of growth and 
increasing profit. Try to 
enhance profit 
objectives and reflect 
characteristics of both 
government and MNCs 
firms. 
They reveal resistance to 
new MNCs and private 
business environment. 
Presence of efficient 
financial institutions and 
capital markets. 
Competition is not 
hindered by political 
interference from the 
government. Firms opt 
for operational efficiency 
with a firm's value 
creation as the ultimate 
objective. 
Government 
regulations 
Managers are influenced 
partially by the NDDB 
requnemenis and 
interference of higher 
Managers are not 
influenced by the 
Government 
requirements and 
Government regulations 
have less influence on 
the type of business 
operations and inter-firm 
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go'ernment bodies. 
Government regulations 
infuence the type of 
business operations and 
inter-firm linkages, the type 
of competition and set rules 
and guidelines on how the 
firms have to be managed, 
but to the limited extent 
interference of higher 
government bodies. 
linkages, the type of 
competition on how the 
firms have to be 
managed. 
Managerial 
empowerment 
Lack of management power 
has an impact in the 
selection of alternative 
management approaches and 
has played a role in the 
development, acquisition 
and adaptation to proper 
managerial policies. 
Management has full 
power and independent 
in the selection of 
altem>.tive management 
approaches and has 
played a ro!" in the 
development, 
acquisition and 
adaptation to proper 
managerial policies. 
Management is fiilly 
empowered and is free to 
select from alternative 
management approaches 
but has played less 
visible role in the 
development, acquisition 
and adaptation to proper 
managerial policies 
Cultural Factors There are no cultural 
practices, believe, and 
norms that hinder managing 
working capital internally 
and externally 
There are no cultural 
practices, believe, and 
norms that hinder 
managing working 
capital internally and 
externally 
There are no cultural 
practices, believe, and 
norms that hinder 
managing working 
capital internally and 
externally 
8. F. Conclusions 
Here researcher presents an overview of the findings on the comparative management of 
working capital levels and operations internally and externally in the co-ops, private and 
MNCs firms. Internally, it is explored the firms' objectives, the constraints they 
encounter in achieving their objectives, their working capital management policy on 
levels of investment and financing as well as operations of purchasing and selling. It is 
also covered the external management of working capital with regard to the firms' 
supplier and customer linkages. Particularly, the firms' supplier and customer co-
operation is investigated on primary activities, benefits of their co-operation or reasons 
for non co-operation and customer ratings on firm efficiency. 
Overall working capital management All managers believe that working capital 
management can play a very important role in creating value for their firms, in terms of 
both increasing sales and decreasing costs. However, it is also find that all the firms lack 
a clear objective in managing both working capital levels and operations. The co-ops and 
private firms also believe that they are doing little in managing their working capital. 
The managers are more involved in the control function, which is evidenced by the strict 
control mechanisms imposed over the levels of cash, receivables and inventory as well as 
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operations of cash collections, casli payments, purchases and sales. The MNCs firms on 
the other hand have relatively better stated and applied objectives and better working 
capital management policies. 
Constraints The major constraint with the co-ops are lack of managerial power to take 
decision at all the fronts, lack of managerial experience an expertise and investment 
options available to them. For private firms, constraints are to the some extent lack of 
managerial experience and expertise and also investment options. For the MNCs firms it 
is neither the problem of managerial empowerment nor the lack of investment 
opportunities, financing sources, labor as well as lack of managerial knowledge and 
experience, which may constrain the achievement of objectives. 
Working capital investment All firms are excessively investing in current assets. They 
keep cash and inventory only for transaction purposes with an emphasis on the control 
aspect. Credit policy is also prevalent in all the firms in the real business sense. 
With the co-ops and private firms, the level of receivables is controlled mainly because 
of the timely payment by the related enterprises. Moreover, in the private firms, the 
inventory balance is also under control because of increase in sales along with the 
increase in production. The cumulative effect of this is the decrease of both bank 
overdrafts and creditors. However, working capital levels are increasing because 
management has no opportunity or motive for investing working capital or minimizing 
its holding costs. In the MNCs levels of cash inventory and receivable are managed in the 
better position than co-ops and private firms. MNCs are able to maintain sufficient 
liquidity, to minimize inventory and receivables. And, they are also synchronizing their 
policies with policies of their suppliers and customer to 'efficiently manage the levels of 
working capital. 
Short-term financing The firms has clear policy of managing the levels of working 
capital financing. As a result most firms are in a safe position of liquidity. Firms 
generally finance their working capital operations from cash collected from sales, trade 
credit and bank overdrafts. Co-ops are taking the help of co-operative banks of state. The 
findi.ig on working capital level of investment and short-term financing signals that these 
firms' policies of short-term financing are working well. Cost of financing is being paid 
in the form of interest to the banks. Some firms are also availing the facility of cash 
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credit limit offered by bank and also special services provided by the banks. MNCs are 
also making fixed deposits with bank to facilitate the processing of overdrafts whenever 
required. However excess cash of the firms is not being invested in other options, it is 
being accumulate for future expansion and modification. 
Working capital operations The co-ops' sales policies, to the some extent and are 
dictated by the NDDB regulations, but they are independent in making policies for 
private and Mother Dairy. Private firms are fully independent in making their policies 
for sales and purchase. The managers of the co-ops and to *he some extent of private also 
lack the experience to apply a value creating management system. Analysis of purchase 
and sales operations shows that although firms have policie j on how to purchase their 
materials and sell their products, but value creating dimension is missing. However, 
MNCs are in better position than co-ops and private firms; they consider the policies of 
their suppliers and customers while drawing policies for themselves. Management of all 
co-ops' working capital operations is restricted only to the application of clerical 
procedures of purchases and sales and they have no mechanism of enhancing the contact, 
contract and control aspects of purchases and sales transactions. 
Performance evaluation of managing working capital internally The study of 
performance evaluation has indicated that most firms evaluate their performance by 
comparing their past with the present and actual with the expected. Their financial 
managers said that they apply some accounting, customer satisfaction and product quality 
based performance measurement and evaluation criteria. Moreover, private and MNCs 
firms reported also that they compare their performance with their competitors. MNCs 
provide quantity discounts for customer satisfaction; moreover, other firms also improve 
quality of the products and communication with the customer to improve customer 
satisfaction. Liquidity' of the firms is being checked by current and quick ratios, financial 
managers are also calculating inventory and receivable turnover for checking operational 
efficiency and cash, inventory and receivable to working capital for financial efficiency. 
Financial managers of all the co-ops, private and MNCs firms are also tracking the 
profitability and the firms' performance determinants. 
Liquidity analysis indicates that the private and MNCs firms are in liquidity problem 
because on the average all liquidity ratios are below the generally accepted global norms. 
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The exception is VRS Foods from the private firms and the Heinz India Ltd from the 
MNCs firms. Investment in current assets whose turnover is very low make 58% and 
45% in the private and MNCs firms respectively. When compared with the global norm 
of 50%, this current to total assets ratio is disproportionate particularly with the MNCs 
firms. The profitability ratios, particularly net profit and return on assets indicate low 
levels, particularly in most of the private firms (leaving VRS Foods). Overall 
performance findings suggest that the firms are doing little to create value by managing 
working capital levels of investment and short-term financing as well as operations of 
purchasing and selling. 
Firm-supplier linkages - the firms' point of view The response of the co-ops firms 
indicate that they co-operate with their suppliers on the inbound activities, particularly, 
shipment and storag J, production operation for product testing, facility operations and 
timely availability of raw material, product adjustment for after sales services. Moreover, 
Private and MNCs firms also co-operate on material handling and inventory control for 
inbound activities, sales /purchase channel selection on marketing and sales. Therefore, 
level of co-operation is high in case of private and MNCS firms. 
The co-ops revealed the weakest firm-supplier cooperation with private suppliers. 
Generally, all firms have very weak firm-supplier linkage on all marketing/sales and after 
sales services. The co-ops traced the reason for the lack '>f firm-supplier cooperation to 
the non co-operation of private suppliers and to the some extent NDDB regulations. The 
reason for the lack of firm-supplier co-operation according to the private and MNCs 
firms is for two reasons. First, their suppliers do not co-operate and second, suppliers 
have easy options. 
Inter-firm linkages suppliers' point of view The suppliers of all firms reported that they 
have very little co-operation on all the primary activities. The suppliers indicated that the 
only co-operation is on production operation for product testing, facility operations, 
delivery vehicle operation and order processing for outbound activities and timely 
availability of raw material, product adjustment for after sales services. The private 
firms' supplier response on inter-firm co-operation with regard to all primary activities is 
comparatively better than co-ops. The main reason for lack of cooperation according to 
all the suppliers is that the central firms' lack the willingness to co-operate. Comparing 
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the responses of the co-ops and private firms and their suppliers indicate that both firms 
have exaggerated their firm-supplier and customer co-operation on their inbound and 
outbound and production activities in comparison to the opinion of their suppliers. 
Firm-customer linkages - the firms' point oj view The co-ops firms revealed the 
weakest firm-private-customer co-operation. Their responses show that they have good 
firm-customer co-operation with Mother Dairy on major of the primary activities. The 
responses of the private firms also indicate that they co-operate well with their private 
customers only on major of the primary activities. According to the MNCs firms' co-
operation with their customers on major of primary activities is very strong. As it is the 
case with the firm-supplier linkages, all firms have very weak firm-customer cooperation 
on the activities related to after sales services. All the managers have mentioned the 
importance of co-operation and have not responded much about reasons for non co-
operation, however, N^NCs have responded that some times, customer do not co-operate 
but it is not regular practice. However, all the mangers are agree with this fact that they 
do not have the policies of co-operation from view point of creating value for the firm, 
and also they expressed the need of it. Position of NiNCs is at the top for the co-operation 
with their customer, may be due to their international exposure and best manpower 
available. Private firms are after MNCs, however, co-ops are lacking in co-operation with 
their private customers, but with Mothr Dairy they have exceptionally good relations. It 
may be due to the reason that both come under NDDB. 
Inter-firm linkages - customers' point of view The customers of all firms reported that 
they have moderate co-operation on the primary activities, working capital levels and 
operations. All the managers of customer firms have replied for the benfits of the co-
operation and they feel that there is the absence of well defined co-operative policy. 
What ever the co-operation they have but the dimension of value creation for the firm is 
missing. 
Customer evaluation All firms are evaluated by their customers as efficient on their 
marketing approach, sales processing (except Nestle India), product quality, delivery of 
goods, and explanation to enquiries, and cash collection habits. No one has responded for 
the cost of the product for rating the supplier. 
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Customer of the private firms replied that they rate their suppliers on sales processing, 
product quality, delivery of goods, impartiality with other buyers (only VRS Foods), and 
explanation to enquiries (except VRS Foods), and knowledge about the customers (only 
Kwality Dairy), bilateral communication (except Kwality Dairy) and cash collection 
habit (other than Kwality Dairy). 
Concluding remarks How close the firms co-operate with their suppliers and customers 
is highly influenced by whether the supplier or customer is Government or private firm. 
Generally, it is observed that there is close inter-fir.n co-operation between the firms and 
their Co-ops/government supplier/customers. Though they may not necessarily have a 
written instruction when it comes to inter-firm cooperation, all co-ops firms give more 
priority to other "related" co-ops. It is argued here that there are two reasons for the inter-
co-ops firms' cooperation. First, the co-ops firms trust each other more than they trust the 
private firms and therefore make transactions on credit basis. Second, government 
regulations require them to transact among themselves. Private firms also have the same 
tendency of co-operating more with government firms or giving preference to them than 
private firm may be due the reason of government guidelines, however, they have also 
shown good co-operation with their private counter parts. MNCs are having good co-
operation with private firms, because they have only private suppliers/customers. 
Therefore, there is no matter of any preference. 
A clear difference that is also observed among the co-ops, private and MNCs firms is on 
the existence of a plan for the future. The private and MNCs firms have a clearer strategy 
to expand into new markets and to strengthen their existing supplier linkages. The co-ops 
are also planning to expand their operations to meet growing demand but they are not 
much clear for course of action may be due to the NDDB intervention in their operations. 
It is observed that more inter-firm trust exists among the private/MNC and 
Govemment/Co-ops/MNC. The fact that they are co-ops has increased trust among the 
firms and decreased the possibility of opportunistic behavior and the need for ex-ante 
safeguarding and ex-post control measures. However, when it comes to the inter-firm 
linkages with the private firms it is observed that they apply collaborative incentives or 
cohesive. Moreover, it is believed that the inter-firm co-operation between the firms has 
helped the firms to increase their profit. 
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Response Table to Chapter Eight - Co-operatives, Private, MNC Dairy Firms 
Section (8.A) - Overall Working Capital Management - Main Firm Response 
Firms Co-operatives Private Firms MNCs 
A. Firm's policy of woiking capital management 
To increase sales 
To decrease costs 
To remain liquid 
To eenerate profit 
To keep smooth operation 
3 
3.3 
4 
4.7 
4 
4 
3 
3.7 
2.7 
4.7 
5 
4 
2.7 
4.3 
5 
B. Constraints in achieving worlting capital policy 
Product demand 
Short-term financing 
Fixed capital investments 
Market 
Production capacity 
Working capital investments 
Fixed capital financing 
Lack of skilled labour 
2 
2.3 
2.7 
2.3 
2.3 
3.7 
2 
3.7 
2.7 
4 
2.3 
3.7 
2.7 
4 
2 
1.7 
3.3 
2 
2 
3.7 
2 
3.7 
1.7 
1.3 
C. Factors determining working capital levels 
Seasonality of sales 
Sales i^ rowth 
Credit policy 
Availability of credit 
Price levels of input 
Operating efficiency 
4.3 
4 
3.3 
3 
4.7 
2 
3.7 
4.7 
3.7 
3.3 
4.7 
2.3 
4 
4.3 
3.7 
3.7 
3 
1.7 
D. Role of working capital management in value chain 
D-1. IncreasSing Sales 
Cash Management 
Inventory management 
Receivable management 
Sales of finished goods management 
Purchase of materials management 
Trade payable management 
Bank loans management 
Liquidity management 
4.3 
5 
4 
4 
4 
3.3 
4.7 
2.7 
4.7 
5 
4.7 
4.7 
5 
4 
4.3 
4 
4.3 
4.3 
4 
3.3 
4 
4 
2 
3.3 
D-2. In decreasing costs 
Cash Management 
Inventory management 
Receivable management 
Sales of finished goods management 
Purchase of materials m inaKement 
Trade payable management 
Bank loans management 
Liquidity management 
Each question in the q^estionnai^ e is provided with a number 
that the managers can include their own way of thinking. Resp 
scale, ranging from 5 to 1 (Murphy G. and Likert R. (1967). Th 
responses are to the alternative options in each question. A sea 
(between 4 positive and 2 negative), 2 negative, 1 very neg 
give an opin 
3.3 
3.7 
4 
3.3 
3 
2.7 
3 
2.3 
of alternative answe 
onses are quantified 
le scales show how p 
Je of S indicates ver 
ative and (-) repres 
ion. 
4.7 
4.3 
4.7 
4 
5 
3.7 
4.3 
4 
3 
3.7 
3.3 
3.7 
4 
2.3 
2 
2.7 
rs and ends-up with "others" so 
on the basis of five point Likert's 
ositive or negative the managers' 
y positive, 4 positive, 3 neutral 
ents that the manager did not 
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Section (8.B) - Managing Worlting Capital Internally 
Section (8.B.1) - Managing Working Capital Investments 
Section (8.B.1.1) - Cash Management - Main Firm Responses 
Firms Co-operatives Private Firms 
A. Firm's motives of holding cash 
Transaction 
Speculative 
Precautionary 
Banlc compensating 
1.7 
2.3 
B. Firm's purpose of cash budget forecast 
Requirement 
Control liquidity 
Control cash 
Plan short-term needs 
Plan long-term needs 
3.7 
3.7 
3.3 
C. Firm's cash forecasting approach 
Past experience 
Forecasted sales 
Management opinion 
Market research 
4.7 
1.3 
D. Cash flow approaches used by the firm 
1.7 
3.3 
3.3 
3.7 
4.3 
3.3 
4.3 
3.7 
1.3 
MNCs 
1.7 
3.7 
3.3 
3.7 
2.7 
4.3 
3.3 
1.7 
Receipts and disbursements* 4.3 
Adjusted net income* 1.3 2.7 
E. Firm's purpose of cash flow calculations 
Requirement 4.7 
Improve cash forecast 
4.7 
Cash control 
F. Firm's cash control approaches 
3.7 
F-1. Payments 
Voucher system 4.3 3.3 
Sequentially numbered checks 4.3 3.7 
Bank reconciliation 
Petty cash system 3.7 3.7 
F-2. Collection 
Customers pay at the bank account 4.3 4.7 3.3 
Collections deposited daily 4.3 
Cash Mgt. services offered by bank 3.7 
Separate sequential operations 2.3 1.3 
* The receipts and disbursements approach estimates the amounts of cash expected to be received 
and paid by the firm over the forecast period and traces the detailed movement of cash. 
** The adjusted net income approach (also called sources and uses) starts with projected net 
income on an accrual basis and adjusts it to a cash basis. 
Each question in the questionnaire is provided with a number of alternative answers and ends-up with 
"others" so that the managers can include their own way of thinking. Responses are quantified on the 
basis of five point Likert's scale, ranging from 5 to 1 (Murphy G. and Likert R. (1968). The scales show 
how positive or negative the managers' responses are to the rltemative options in each question. A scale 
of 5 indicates very positive, 4 positive, 3 neutral (between 4 positive and 2 negative), 2 negative, 1 very 
negative and (-) represents that the manager did not give an opinion. 
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Section (8.B.I.2) - Inventory Management - Main Firm's Responses 
Section (8.B.1.2.1) - Finislied Goods Inventory Management - Main Firm's Responses 
Firms Co-operatives Private Firms MNCs 
A. What is the firm's purpose of finished goods inventory management? 
Satisfy customer demand 
Take advantage of economies of scale 
Reduce holding costs 
Keep safety stock 
Meet seasonal high demand 
4.3 
2 
2 
4..-' 
4.7 
5 
2.3 
3.7 
2.3 
3.3 
5 
3 
4 
4 
3.3 
B. What are the costs of firm's holding of finished goods inventory? 
Power (heat and light for storage space) 
Opportunity cost of capita! 
Deterioration 
Insurance 
Security 
Clerical costs 
Handling 
Property taxes 
C. Significance of holding costs of material 
4 
2 
3 
3.7 
2.7 
2.7 
3.7 
2 
3.3 
3 
4.7 
4.3 
3 
2 
1.3 
4 
1 
4.7 
3.7 
4 
4 
1.7 
2 
1.7 
4.3 
1.7 
4 
D. How does firm manage costs of holding of finish goods inventory? 
Hold only the minimum 
Apply "just in time" 
Establish long-term customer relations 
Making customers pay the costs 
2.7 
4.3 
4 
2.7 
3 
3.3 
5 
4.3 
2 
4.3 
4 
3.3 
E. What are the firm's costing methods for finish goods inventory? 
First-in-first-out 
Last-in-first-out 
Average costing 
4.3 
2 
2.7 
4.3 
1.7 
3 
1.3 
1 
4.7 
F. What are the firm's valuation methods for finish goods inventory? 
Average cost 
Market or replacement cost 
Lower of average cost or market 
4.3 
3 
2 
3 
2.3 
4 
4.7 
1.7 
3 
G. What are the firm's bases of selective inventory control? 
Average cost 
Usage rate 
Criticality in case of shortage 
2.7 
4.3 
3.3 
5 
4 
0 
4 
4.3 
4.7 
Each question in the questionnaire is provided with a number of alternative answers and ends-up with 
"others" so that the managers can include their own way of thinking. Responses are quantified on the 
basis of five point Likert's scale, ranging fi-om 5 to 1 (Murphy G. and Likert R. (1968). The scales show 
how positive or negative the managers' responses are to the alternative options in each question. A scale 
of 5 indicates very positive, 4 positive, 3 neutral (between 4 positive and 2 negative), 2 negative, 1 very 
negative and (-) represents that the manager did not give an opinion. 
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Section (8.8,1. 2.2) Material Inventory Management- Main Firm Reponses 
Firms Co-operatives Private Firms MNCs 
A. What is the firm's purpose of raw material inventory management? 
Reduce iioiding costs 
Reduce ordering costs 
Safeguard against siiortages 
Keep production running 
2.7 
2 
4.3 
4.3 
4 
4.3 
3.3 
4.7 
4 
1.3 
4.7 
4,7 
B. What are the costs of firm's holding of material inventory? 
Power (heat and light for storage space) 
Opportunity cost of capital 
Deterioration 
Insurance 
Security 
Clerical costs 
Property taxes 
Handling 
C. Significance of holding costs of material 
3.7 
2 
2 
2.7 
2.7 
2.3 
2 
3.7 
3.3 
3.7 
5 
4.3 
3 
1.7 
1.3 
1.3 
4 
3 
3.7 
4 
3,7 
1,7 
2,3 
1.3 
1.3 
4 
4 
D. How does firm manage costs of holding of material inventory? 
Minimize inventory level 
Buy just in time for production 
Use economic order 
1.7 
4.3 
2.3 
4.7 
4.3 
2.7 
1,7 
4.7 
3 
E. What are the firm's costing methods for material inventory? 
First-in-first-out 
Last-in-first-out 
Average costing 
4.3 
1.7 
2,7 
4.3 
1.7 
2.3 
4 
1.3 
4 
F. What are the firm's valuation methods for material inventory? 
Average cost 
Market or replacement cost 
Lower of average cost or market 
4.3 
2 
1.7 
5 
2 
2 
4,3 
1 
4,3 
G. What are the firm's bases of selective material inventory control? 
Cost 
Usage rate 
Scarcity in the market 
Criticality in case of shortage 
3.5 
3.3 
4.3 
4 
5 
4 
3.3 
3.3 
4.7 
4.3 
3.7 
4.3 
Each question in the questionnaire is provided with a number of alternative answers and ends-up with 
"others" so that the managers can include their own way of thinking. Responses are quantified on the 
basis of five point Likert's scale, ranging from 5 to 1 (Murphy G. and Likert R. (1968). The scales show 
how positive or negative the managers' responses are to the alternative options in each question. A scale 
of 5 indicates very positive, 4 positive, 3 neutral (between 4 positive and 2 negative), 2 negative, 1 very 
negative and (-) represents that the manager did not give an opinion. 
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Section (8.B.2.1.3) - Accounts Receivables Management - Main Firm's Response 
Firms Co-operatives Private Firms 
A. Reasons for not selling on credit 
Customers do not ask for credit 
The firm does not want to extend credit 
Lack of information on credit applicants 
High uncertainty of pay back 
1.7 
4 
1.7 
2.7 
1 
1 
4.3 
2.3 
B. Sources of information to firm for screen'nK credit applicants 
Prior experience 
Financial statements 
Visits to customer 
Personal contact with the applicant's creditors 
Customer's payment history 
4 
4.3 
2.3 
1.3 
3.3 
4.7 
3.7 
2.3 
2.7 
4 
C. Firms credit terms* 
Open account no discount 
Open account with'discount 
Promissory note 
Seasonal dating 
4.3 
3.7 
1.3 
1.3 
5 
1.7 
1.3 
1.3 
D. Firm's standards to screen credit applicants 
The 5 C's - capital, character, collateral, capacity and 
conditions 
One time sale approach 
Repeat sale approach 
Marginal accounts analysis 
4.3 
1.7 
4 
1.7 
5 
4 
1.3 
1.3 
E. Measures taken by the firm to collect overdue receivables 
Send reminder 
Telephone call 
Personal visit 
Collection agent (employee) 
Extend credit period 
Take legal action 
F. Risk of uncollectible 
4.7 
4 
2 
2 
3.3 
4 
2.7 
4.3 
5 
2.7 
1.3 
4.3 
1 
2.7 
G. Firm monitor credi t customers 
Using draft letters 
Using letters of credit 
Customers sign letters of credit 
open Credit 
3.7 
4 
1.7 
5 
1.7 
1.3 
4.5 
H. Firm reduce levels of receivables 
Make customers pay outstanding debts 
Stop selling on credit 
Revise credit policy 
Revise credit standards 
4.7 
2.7 
1.7 
2 
5 
3.7 
2 
1.3 
* Credit terms refer to thebaic of goods on the basis of an open account, promissory note or specia 
like teaional dating. An open account is used when the buyer buys rn a continuing basis from the 
and It may also include discounts for early payment. If the order is la.-'e and the firm anticipates 
in collections it may require the customer to sign a promissory note or lOU, in order t 
controversies later about the existence of a credit agreement. 
Each question in the questionnaire is provided with a numb 
that the managers can include their own way of thinking. Re. 
scale, ranging from 5 to 1 (Murphy G. and Likert R. (1968). 
responses are to the alternative options in each question. A 
(between 4 positive and 2 negative), 2 negative, 1 very nega 
opinion. 
er of alternative answ 
iponses are quantified 
rhe scales show how p 
scale of 5 indicates vc 
live and (-) represents 
ers and ends-up with 
on the basis of five p< 
ositive or negative th 
ry positive, 4 positiv 
that the manager did 
MNCs 
1 
3.7 
1.3 
2 
4.3 
4 
2.3 
1.3 
4.3 
3.3 
2.3 
3.7 
i.3 
4.7 
2.7 
4 
1.7 
4.7 
4.7 
3 
1.7 
3.7 
1.3 
1.7 
4.7 
2.7 
1 
3.3 
5 
4 
3.7 
4 
1 conditions 
same seller 
a problem 
D eliminate 
"others" so 
3int Likert's 
e managers' 
e, 3 neutral 
not give an 
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Section (8.B;2) - Working Capital Financing-Main Firm Reponses 
Firms 
Short-term debt - bank loans 
Long-term debt 
Retained eaminKs/Equity capital 
Overdraft 
Trade creditors 
Secured borrowing 
Accruals 
Co-operatives 
4.7 
2 
3 
4.7 
4 
1.7 
3 
Private Firms 
3.7 
1.7 
4.3 
5 
3.7 
1 
4.7 
MNCs 
3 
1 
4 
4.3 
4 
1.7 
4.3 
B. Finn's cost of flnancing 
Interest expenses 
Bank service charges 
4.3 
2 
5 
3.7 
4 
1.7 
C. Factors influencinK firm's levels of financing | 
Seasonality of sales 
Sales growth 
Credit policy 
Availability of credit 
Price levels of inputs 
Operating efficiency 
Others- government subsidy 
4.3 
3.7 
3 
3 
4 
3 
2 
3.7 
5 
3 
2.3 
3.7 
1.7 
1 
3.7 
4.3 
4 
2.3 
3 
1.7 
1 
Each question in the questionnaire is provided with a number of alternative answers and ends-up with 
"others" so that the managers can include their own way of th'nking. Responses are quantified on the 
basis of five point Likert's scale, ranging from 5 to 1 (Murphy G.. id Likert R. (1967). The scales show 
how positive or negative the managers' responses are to the alternative options in each question. A scale 
of 5 indicates very positive, 4 positive, 3 neutral (between 4 positive and 2 negative), 2 negative, 1 
very negative and (-) represents that the manager did not give an opinion. 
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Section (8.B.3) - Purchase & Sales Operation Management - Main Firm's Response | 
Section (8.B.3.1) Purcliase operation ma 
Firms 
A. Firm's purpose of purcliase policy 
To take advantage of quantity discounts 
To take advantage of cash discounts 
To decrease inventory holding costs 
To decrease purchase ordering costs 
To meet seasonal production requirements 
To meet market demand 
To keep production uninterrupted 
B. Firm's nurnose of purchase forecast 
To meet production demands 
To determine inventory usage during lead-time 
To know quantity on hand and on order 
To get safety stock 
C. Bases used by the firm to forecast purchases 
Past experience 
Forecasted sales volume 
Management opinion 
Purchasing staff opinion 
D. Terms of firm's purchasing 
Cash 
Credit 
E. Why does firm not purchase on credit? 
Suppliers do not provide credit 
Firm does not have credit policy 
Lack of information on credit suppliers 
No tradition of credit transaction 
F. How does firm manage purchasing costs of? 
F-1. Contact phase of purchase transaction 
By choosing the cheapest channel 
By employing purchasing agents 
By managing by trust 
F-2. Contract phase of purchase transaction 
By making routine contract agreements 
By employing lawyers 
By making terms known in advance 
F-3. Control phase of purchase transaction 
By making routine control agreements 
By employing lawyers 
By making terms known in advance 
G. Relevance of purchasing costs of 
Contacting suppliers 
Contract with suppliers 
Controlling suppliers 
Each question in the questionnaire is provided with a r 
"others" so that the managers can include their own w 
basis of five point Likert's scale, ranging from 5 to 1 (V 
how positive or negative the managers' responses are to 
of 5 indicates very positive, 4 positive, 3 neutral (bet 
very negative and (-) represents that the manager did 
nagemeni Main Firm Reponses 
Co-operatives Private Firms 
2.3 
2.7 
3 
2 
4.3 
4.3 
4 
2 
2 
3 
3 
3.7 
4.7 
4.3 
4.3 
2.3 
3 
4 
5 
3 
3.3 
1.7 
4.3 
4 
3.3 
1.7 
5 
4.7 
3.7 
3 
3 
4.3 
5 
4.3 
1.3 
1.7 
1.3 
1.7 
1.7 
1.7 
2.3 
1.7 
4 
1.5 
3.5 
5 
2 
3.7 
4.3 
1.3 
4 
5 
1.3 
4.3 
5 
1.7 
4 
5 
1.3 
5 
2 
3 
3 
lumber of altermtive 
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3.3 
3.3 
3.3 
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R. (1967). The sc 
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2 negative), 2 n 
MNCs 
3.7 
3.7 
4 
1.3 
3.7 
4 
4.7 
4.7 
3.3 
3.3 
3.3 
4.7 
4 
3.7 
3 
3,7 
5 
2.7 
1.7 
1.7 
2 
4 
1.3 
3 
4.3 
1 
3.7 
4.3 
1 
3.7 
3.7 
3.3 
3.7 
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Section (8.B.3.2) Sales operation management - Main Firm Reponses 
Firms 
A. Firm's purpose of sales policy 
To satisfy customer demands 
To decrease inventory holding costs 
To decrease inventory ordering costs 
To meet seasonal sales requirements 
To expand market 
B. Firm's purpose of sales forecast 
To forecast future demand 
To forecast inventory usage 
To forecast quantity on hand and on order 
To forecast safety stock needs 
C. Bases used by the firm to forecast sales 
Past experience 
Statistical forecast 
Management opinion 
Sales staff opinion 
Others - production capacity 
D. Terms of firm's sales 
Cash 
Credit 
E. Firm's credit sales standards 
5 C's 
One time 
Repeat sales 
F. How does firm manage selling costs of? 
F-1. Contact phase of sale transaction 
By choosing the cheapest channel 
By employing sales agents 
By developing long-lasting relationship 
F-2. Contract phase of sale transaction 
By making routine contract agreements 
By employing lawyers 
By making terms known in advance 
F-3. Control phase of sale transaction 
By making routine control agreements 
By employing lawyers 
By making terms known in advance 
G. Relevance of costs of customer 
Contacting customer 
Contracting customer 
Controlling customer 
H. Customer backiiie down 
Possibility 
Difficulty in finding another customer 
Extent of loss if customers back-down 
I. How does firm manaee if customers back-down? 
Negotiation 
Court of law 
Stop dealings until bills are settled 
Co-operatives 
5 
2 
1.7 
4.3 
4.3 
4.3 
3.3 
3 
4 
4.7 
3.3 
3.7 
2 
2 
4.7 
4.3 
4.3 
4 
2 
4.7 
1.7 
3.7 
4.3 
1.7 
4 
4 
2 
4 
2 
2.7 
2.7 
2.7 
1.7 
2.7 
4.7 
3.7 
2.7 
Private Firms 
4.7 
3.3 
2.7 
3 
4.7 
5 
3.3 
3.3 
1.7 
4.3 
4.7 
3.3 
3 
1.3 
4.3 
5 
4.3 
3.3 
2 
4.7 
2 
4.3 
5 
2 
4.3 
5 
2 
4.3 
3.7 
4 
4.3 
2.3 
3 
3 
4.3 
1.7 
4 
MNCs 
5 
3.7 
2 
4 
4.3 
5 
4 
3.3 
3.7 
4.3 
4 
3.7 
3 
2 
4.3 
4 
4.7 
2.3 
3.7 
3.7 
2.7 
4 
4 
1 
3.7 
4 
1 
3.7 
3 
2.7 
4 
2.7 
2 
2.7 
4 
2 
4.3 
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Section (8.B.3.3) - Performance Management - Vain Firm's Response 
Firms Co-operatives Private Firms 
A. Specific criteria firm applied for performance management 
By comparing past with the present performance 
By comparing actual with the expected performance 
By comparing inter-firm benchmarks 
4.3 
3.3 
B. Customer satisfaction based performance evaluation 
B-1. Firm minimize costs 
By charging lower prices 
By allowing quantity discounts 
By allowing cash discounts 
1.5 
B-2. Firm improves quality of products 
By decreasing defect rates 
4.3 
4.3 
2.7 
2.7 
MNCs 
4.3 
2.7 
4.3 
By maintaining higher customer retention rates 
By providing higher customer's perceived value of 
goods 
3.7 
B-3. Firm improves communication with customer 
By maintaining faster responses time 4.3 
4.3 
4.7 
4.3 
4.7 
3.7 
by maintaining faster delivery time 4.7 
C. Accounting based performance evaluation 
C-1. Firm checks its liquidity 
By current ratio 4.3 4.3 
By quick ratio 2.7 3.7 
C-2. Firm checks it operational efficiency 
By inventory turnover 4.3 4.7 4.7 
By receivables turnover 3.3 
By overall working capital ratio 2.7 3.7 
C-3. Firm checks its financial efficiency 
By cash to working capital 4.3 
By inventory to workin;; capital 4.3 4.3 
By receivables to working capital 3.7 4.3 
By working capital to total assets 1.7 3.3 
C-4. Firm checks it short-term debt leverage 
By current debt to total debt 4.3 4.3 4.3 
By total debt to total equity 1.3 3.3 3.3 
C-S. Firm checks its profitability 
By gross profit margin 4.3 4.3 
By net profit margin 3.7 
By return on working capital investment 1.7 
By return on total assets investment 
D. Determinants of firm's performance 
2.7 
Fixed asset investment 
Fixed asset financing 
Working capital investment 
Short-term financing 
Availability of skilled labor 
Profitability 
2.3 
1.7 
3.7 
4.3 
1.7 
4.3 
2.3 
2.3 
4.3 
4.3 
1.3 
4.7 
3.3 
4.3 
2.3 
2.3 
Each question in the questionnaire is provided with a number of alternative answers and ends-up with "others" so 
that the managers can include their own way of thinking. Responses are quantified on the basis of five point Likert's 
scale, ranging from 5 to 1 (Murphy G. and Likert R. (1967). The scales show how positive or negative the managers' 
respomes are to the alternative options in each question. A scale of 5 indicates very positive, 4 positive, 3 neutral 
(between 4 positive and 2 negative), 2 negative, 1 very negative and (-) represents that the manager did not 
give an opinion. 
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Section (ii.B.3.4) Financial Performance Average -
A. Measurement of performances 
A-1. Asset Structure and Sliort-term Debt Leverages 
Current Assets to Total Assets 
Short-term Debt to Tot. 1 Assets 
A-2. Liquidity 
Current Ratio 
Quick Ratio 
A-3. Activity 
Inventory turnover 
Receivable Turnover 
Working Capital Turnover 
A-4. Profitability 
Operating Profit Margin 
Net Profit Margin 
Return on Total Assets 
B. WC investment Composition 
Inventories (%of WC) 
Receivables (%of WC) 
Cash(%ofWC) 
C. Short-term Financing Composition 
Trade Creditors 
Otiiers 
Inventory Days 
Receivables Days 
(1998-2007) All Firms 
Private Firms 
58.42228949 
0 
1.562666667 
0.788611111 
11.55216677 
14.9579827 
4.044819923 
-2.924417004 
-5.217980744 
-2.300905531 
46.19486525 
37.84007283 
15.66042098 
64.16638041 
35.83361959 
31.16298503 
24.06741652 
MNCs Firms 
45.23 
0 
1.31 
0.56 
8.63 
14.77 
4.31 
14.1 
8.67 
16.11 
49.24 
32.50 
15.89 
68.62 
31.37 
41.70 
24.36 
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Section ( S.C) - Managing Worlting Capital Externally - Value Chain Management 
Section (S,C.1.1) - Managing Firm-Supplier Linkages - Main Firm Response 
..'irms 1 Co-operatives 1 Private Firms 1 MNCs 
A. Firm-supplier co-operation on primary activities 
A-1. Firm-suDDlier co-operation on inbound activities* 
Shipment 
Shipment 
Distributing to production 
Inventory control 
Materials handling 
5 
4.3 
1.7 
1.7 
4.3 
4.3 
3.7 
3 
4 
3.7 
A-2. Firm-supplier co-operation on production operation 
Machining 
Packaging 
Assembling 
Equipment maintenance 
Product testing 
Facility operations 
Timely availability of raw material 
1 
1 
1 
1 
5 
4.7 
5 
2 
2 
1.7 
2.7 
4.7 
4 
4.3 
A-3. Firm-supplier co-operation on marketing and sales 
Advertising 
Promotion 
Sales force 
Sales/Purchase channel selection 
Value evaluation of delivery of inputs 
1 
1 
1 
1 
4.7 
1 
1 
2.3 
4 
3.3 
A-4. Firm-supplier co-operation on after sales service 
Installation 
Repair 
Customer training 
Parts supply 
Product adjustment 
1 
1 
1 
1 
4.7 
2.7 
2.7 
2.7 
4 
3.3 
B. Firm-supplier co-operation on purchases and inventory management 
Quality and quantity of materials 
Terms of transportation 
Time (just on time basis) 
4.7 
5 
5 
4.3 
4.3 
3.7 
C. What are the benefits of firm-supplier co-operation? 
Decrease cost ordering materials 
Increase the time needed to purchase materials 
Minimizing the costs of carrying inventories 
Create trust of your supplier 
4 
3.7 
4 
4.3 
3 
4 
4 
4 
D. What are the reasons for non-coordinations? 
You don have a policy 
Suppliers do not co-operate 
Do not see the benefits 
Supplier have easy options 
1.3 
2.3 
1.7 
4 
2.7 
4 
2.3 
* Inbound logistics may be defined as the activities associated with receiving raw materials purchased as well as 
storing and distributing them to production. If we take the case of working coital related inbound logistics they 
may include material ha idling, freight-in, storing, inventory control, vehicle scheduling, administration and 
payments to the suppliers. 
Each question in the questionnaire is provided with a number of alternative answers and ends-up with "others" so 
that the managers can include their own way of thinking. Responses are quantified on the basis of five point 
Likert's scale, ranging from 5 to 1 (Murphy G. and Likert R. (1967). The scales show how positive or negative the 
managers' responses are to the alternative options in each question. A scale of 5 indicates very positive, 4 
positive, 3 neutral (between 4 positive and 2 
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Section (8.C.1.2) - Managing Firm-Customer Linkages - Main Firm Response 
Firms Co-operatives 
A. Firm-customer co-operation on primary activities 
A-1. Firm-customer co-operation on production operations 
Machining 
Paci<aging 
Assembly 
Eauioment maintenance 
Product testing 
Facility operations 
A-2. Firm-customer co-operation on outbound activities* 
Finished goods warehousing 
Materials handling 
Delivery vehicle operation 
Order processing 
Private 
Firms 
1 
5 
3.7 
1.3 
5 
4.3 
4.7 
4 
4.7 
3 
MNCs 
1 
4.7 
1 
1 
4 
3.7 
4.7 
4 
4 
4 
A-3. Firm-customer co-operation on marketing and sales 
Advertising 
Promotion 
Sales force 
Sales/Purchase channel selection 
5 
4.7 
4.3 
3.7 
4 
4.3 
4 
4 
A-4. Firm-customer co-operation on after sales service 
Installation 
Repair 
Customer training 
Parts supply 
Product adjustment 
1 
1 
1 
1 
4.3 
1 
1 
3.7 
2 
4 
B. Firm-customer co-operation on sales and inventory management 
Quality and quantity of materials to be purchased 
Terms of transportation of materials to be purchased 
Time (on just on time basis) 
4.7 
4.3 
5 
4.3 
4 
4.3 
C. What are the benefits of firm-supplier co-operation? 
Increasing sales 
Create trust of your supplier 
Minimizing the costs of carrying inventories 
Mir.imizing the cost of ordering and transportation 
4.7 
4.7 
3.7 
4 
4.3 
4.7 
4 
3.3 
D. What are the reasons for non-coordinations? 
Firm does not have policy 
Customers do not co-operate 
Firm does not see the benefits 
Cooperation is Important 
E. Customer assessment 
Return any product with inferior quality 
Pay only if the products are as per their expectation 
Making periodic assessment of customers opinions 
Making strict quality control at the production floor 
1 
3 
1.3 
4 
5 
4.3 
3.7 
4.7 
3 
3.7 
2.3 
4 
2 
4 
4 
* Outbound logistics may be defined as the activities related to collecting the finished product 
from the production process, storing and physically distributing the product to customers. If we 
take the case of working capital related outbound logistics they may include finished goods 
warehousing and handling, delivery vehicle operation, order processing, freight-out and 
inventory control. 
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Section (8.C.2)ManaKin8 Firm-Customer Linliages - Customer Reponses 
Firms 1 Co-operatives 1 Private Firms 
A. Firm-customer co-operation on co-operation on primary activities 
A-1. Firm-customer co-operation on inbound activities 
Order processing 
Receiving 
Storing 
Distributing to production 
Inventory control 
Materials handling 
Delivery vehicle operation 
4 
2.7 
3.3 
2.7 
2.3 
2.7 
4.3 
A-2. Firm-customer co-operation on production operation 
Machining 
Packaging 
1 Assembling 
Equipment maintenance 
Product testing 
Facility operations 
1 
5 
1.7 
1 
4.3 
4 
A-3. Firm-customer co-operation on marlieting and sales 
Advertising 
Promotion 
Sales force 
Sales/Purchase channel selection 
5 
4.3 
4.3 
4.3 
A-4. Firm-customer co-operation on after sales service 
Installation 
Repair 
Supplier training 
Parts supply 
Product adjustment 
1 
1 
I 
1 
4.3 
B. Firm-customer co-operation on purchases and inventory manaeement 
Exchanging skilled staff 
Credit transaction without discounts 
Credit transaction with discounts 
Providing goods when ust needed 
1.3 
4.3 
3 
4.3 
C. What are the benefits of firm-supplier co-operation? 
Decrease cost of purchasing 
Decrease the time needed to purchase 
Decrease the carrying cost of Inventory 
Create trust of your supplier 
3.7 
4 
2.7 
4.3 
D. What are the reasons for non-coordinations? 
Do not have the specific policy of co-operation 
Central firm does not co-operate 
Do not see the benefits 
4.7 
1.7 
1.3 
E. Customer rates the efliciency of firm on the bases of 
Marketing approach 
Sales processing 
Product quality 
Cost of products 
Delivery 
Impartiality with other buyers 
Explanation to your Inquiries 
Knowledgeabllity of customers 
Bilateral communication 
Using customer services 
Cash collection habits 
3 
4 
4.7 
3 
5 
3.3 
3.7 
3.7 
3.7 
3 
3.7 
MNCs 
4.7 
4 
3.7 
2.3 
2 
3.7 
4.3 
1 
4.7 
1.3 
1.3 
4 
3.7 
4 
4 
4.7 
4.3 
1 
1 
1 
1 
4.3 
2.3 
4.3 
3.7 
4 
3.7 
3.7 
3 
4 
4 
2.3 
3 
4 
3.7 
4 
3 
4 
2.7 
4 
3 
3 
2 
4 
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Section (8.C.3)Managing Firm-Supplier 
Firms 
A. Firm-supplier co-operation on primary activities 
Linkages - Supplier Reponses 
Co-operatives 
A-1. Firm-supplier co-operation on production operations 
Maciiining 
PacicaginK 
Assembly 
Eauioment maintenance 
Product testing 
Facility operations 
1 
1 
1 
1.3 
4.7 
3 
A-2. Firm-supplier co-operation on outbound activities 
Finished goods warehousing 
Materials handling 
Delivery vehicle operation 
Ordei processing 
I 
1.7 
4 
4 
A-3. Firm-supplier co-openation on marketing and sales 
Advertising 
Promotion 
Sales force 
value evaluation of delivery of inputs 
Sales/Purchase channel selection 
A-4. Firm-supplier co-operation on after sales servic 
Installation 
Repair 
Customer training 
Parts supply 
Product adjustment 
B. Firm-supplier co-operation on sales and inventory 
Exchanging skilled staff 
Credit transaction without discounts 
Credit transaction with discounts 
Providing goods when just needed 
C. What are the benefits of firm-supplier co-operatio 
Decrease cost of selling goods 
Create trust of your customers 
Decrease the time needed to sell goods 
Decrease the carrying cost of finished goods inventory 
Minimizing the cost of ordering and transportation 
D. What are the reasons for non-coordination? 
Do not have the specific policy of co-operation 
Central firm does not co-operate 
Do not see the benefits 
E, Supplier rates the efficiency of firm on the bases o 
Purchase order processing 
Bilateral communication 
Explanation to inquiries 
Courtesy 
Marketing approach 
Using supplier services 
Payment habits 
1 
1 
] 
1 
e 
1.3 
1.3 
2 
1 
4 
management 
2.7 
4 
2.7 
4 
n? 
1.7 
4 
4 
2.3 
1.7 
4 
3 
1.7 
f 
4 
4 
4 
2.7 
2 
3.7 
4 
Private 
Firms 
1 
1 
1 
1 
4.3 
4.3 
2.3 
4 
4.7 
4 
1 
1 
1 
1 
1 
1 
1 
1 
4 
1.7 
4.7 
3.7 
4 
3 
4 
4.7 
4 
3.3 
5 
1.3 
1.3 
4 
4 
2.7 
3 
2.3 
3.3 
4 
MNCs 
1.3 
1.3 
1.3 
2 
4.3 
4 
4 
4.3 
4 
4 
1.3 
1.3 
1.7 
4 
2.7 
1.3 
1.3 
1.7 
3 
4 
2 
4.7 
4 
4 
4 
3.7 
3.7 
3.7 
3 
4 
2.7 
2.3 
4 
3 
2.7 
2 
3.7 
3 
4 
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Chapter 9 
Conclusions and research implications 
9. A. Introduction 
In the previous four paits, first, researcher introduced the research objective and defined 
theoretical and practical research problems. Second, the theory from the relevant 
literature was reviewed. Third, based on the literature review, theoretical framework was 
developed and research methodology was designed. Fourth, based on research 
methodology and theoretical framework, empirical data was collected and analyzed for 
the cases of three dairy co-operatives, three private dairy and three IVINCs diary firms. 
This chapter concludes the research by answering the third question: "Discuss in detail 
the conclusions and future research implications of the research." First sub question is 
"discuss in detail conclusions that can be drawn from the study of working capital 
management experiences of the selected agribusiness firms in the manufacturing sector of 
India." Here, evaluation of research framework, conclusions and implications of the study 
is presented. This section (section 9.A) introduces the chapter. Section 9.B evaluates the 
research framework by comparing the expectations with the empirical findings. Section 
9.C covers conclusions on managing working capital internally and externally as well as 
general issues with legard to the Indian context. Section 9.D addresses the second sub-
question (3b) stated as: "Discuss in detail the theoretical and policy implications as well 
as limitations and future research direction that can be drawn from the research." It deals 
with the implications of the empirical findings for the conceptual framework (section 
9.D.1), policy implications at the firm and government levels (section 9.D.2) and the 
limitations and future research directions (section 9.D.3). 
9. B. the theoretical framework - expectations and empirical flndlngs 
In order to develop theoretical research framework dependence was on relevant literature 
well established in the western developed world. It is believed that the experiences In the 
developed world can be used as a point of experience for the managers In the developing 
world so that the firms in the developing world need not re-lnvent the wheel, they only 
have to learn from the experiences of the firms and researchers In the developed world. 
These cut the time and cost of research, provided that the managers can adapt it tO tholf 
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situations by maicing some fine twinning and thereby take advantage of the leapfrogging 
effect. With this effect in mind researcher developed a theoretical framework after 
reviewing relevant literature on managing working capital internally and externally. The 
conceptual framework helped us to define a broad approach to working capital 
management, particularly to understand the relationships among the factors of internal 
and external working capital management, to design the data collection approaches and 
analyze the case study. 
Moreover, an appropriate question to ask at this stage would be "do the expectations, had 
in formulating the conceptual framework match with the practical findings?" By getting 
an answer to this empirical sub-question we try to find out whether the working capital 
management models found in the literature are of relevance to the financial management 
in developing countries, such as India. In order to answer this question, expectations of 
theoretical framework on managing working capital internally and externally (Table 4-B) 
are compared against the corresponding observed findings on the managing working 
capital internally (Table 9-A) and externally (Table 9-B). Expectations on the general 
issues are also compared (Table 4-C) with the findings on the Indian context (Table 9-C). 
9. B.l. Overall working capital management - expectations and flndings The 
expectation of the theoretical framework with regard to the overall working capital 
management is that (if there are no constraints) efficient management working capital 
internally can be applied by management to create value by increasing sales and 
decreasing costs (Table 4-B). With regard to this issue research empirical findings 
indicate the following facts. 
Dairy Co-operatives Practically, the working capital management policy in the 
Co-ops is tailored more to increase profits, to remain liquid and to keep smooth operation 
but not to decrease costs and increase sales. Interviews with the managers revealed that 
the costs and profit margin of the co-operatives is decided by the management. On the 
issue of constraints in achieving firm policy, the managers of the Co-ops replied that it is 
only the lack of working capital investments and skilled labor that is a problem in 
achieving firm objectives. It is also observed that there is problem of managerial 
empowerment due to the imposition of government regulations, which are implemented 
under the supervision of the NDDB. Policy decisions, which can have long-term effect, 
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depend on the approval of these higher NDDB authorities. Moreover, the finance 
managers of the co-ops believe that overall working capital management has an important 
role in value creation. Their responses indicate that working capital management, 
particularly managing cash, receivables, inventory and purchase of materials is important 
for the purpose of increasing sales and decreasing operating costs. 
Private dairy firms private firms responded that their main working capital policy is 
tailored towards increasing sales, remain liquid, and to keep smooth operation. However, 
objectives are constTamed short-term Vmancing and investoet^t as "wtU as ptodvict matket. 
Managerial empowerment is better than co-ops and they can prepare their long and short-
term plans independently, however, some sector specific government regulations are to 
be followed. It is found that the private firms have a clear objective and vision of 
managing both internally and externally working capital levels and operations. On the 
role of working capital management in the value creation, all managers of the private 
firms are of the opinion that overall working capital management has an important role 
for value creation. It is particularly important for the purpose of increasing sales by 
managing trade receivables, itiventories, sales of finished goods, purchase of materials 
and trade payables. 
MNCs dairy firms MNC's working capital management policy is tailored towards 
maximizing profit by decreasing costs and increasing sales and smooth operations. 
However, the MNCs firms are hindered from achieving their objectives because of 
problems in working capital investment and product demand and market. The managers 
of the MNCs firms are fully empowered for policy making, and they have clearly defined 
policy on how to manage their working capital levels and operations. Their working 
capital management process include the policy making regarding working capital 
operations and levels along with the strict control mechanisms imposed over the levels of 
cash, receivables and inventories as well as operations of purchasing and selling. 
However, the financial managers of the MNCs believe that working capital management 
has an important role in value creation, particularly for the purpose of increasing sales by 
managing cash, trade receivables, inventories, trade payables, sales of finished goods and 
purchase of materials. They also believe that working capital management can be used to 
decrease costs by managing purchase of materials, inventories, cash and receivables. 
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9. B.2. Managing working capital internally - expectatons and findings 
Managing the levels of investment and financing As indicated in chapter 4, (Table 4.B), 
in the theoretical model, it is expected that, in order to enhance value, firms have to 
invest when there are surpluses and dis-invest when there are shortages. Parallel to this 
they also have to take care of the carrying costs of surpluses and shortage costs of deficits 
of working capital levels. Therefore, they have to harmonize policies of cash levels with 
that of trade receivables and inventory of products so that the balances are optimized. 
With regard to managing the levels of financing, the expectation of the theoretical model 
is that working capital financing policies enhance value if firms take care of financing 
sources, costs and liquidity positions. Therefore, firms have to harmonize policies of cash 
levels with that of trade payables and inventory of materials so that the balances are 
optimized. 
Dairy Co-operatives research practical findings (Table 9-A) reveal that internally the Co-
ops do not manage the carrying costs of surpluses and shortage costs of deficits of cash, 
receivables and inventory levels. However, they try to harmonize policies of cash levels 
with that of trade receivables and inventory of products. The empirical findings also 
indicate that working capital investment is financed through state co-operatives bank and 
the co-ops carefully manage the financing sources, costs and liquidity positions. 
Moreover they also try to harmonize policies of cash levels with that of trade payables 
and inventory of materials. But they are much lacking in or the implementation part of 
harmonizing the policies. 
Working capital investment levels for all three co-ops UP, Punjab and aim at the 
transaction purpose and they do not keep levels of working capital for speculative, 
precautionary or bank compensating balance purposes. This is mainly because they have 
neither the opportunity nor the authorization to make working capital investments with a 
profit motive. On the financing side the co-ops can expressly state their working capital 
financing policies. Moreover, because of the profitable operations the firms have no 
problem of financing their working capital levels and operations. 
Private dairy firms Internally, the private firms try to manage the carrying costs of 
surp'uses and shortage costs of deficits of cash, receivables and inventory levels and they 
also try to harmonize policies of cash levels with that of trade receivables and inventory 
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(Table 9.A). But they are lacking in proper implementation of it. On the financing side 
the management of the private firms harmonizes policies of cash levels with that of trade 
payables and inventory of materials. Their main objective is increasing sales, remain 
liquid, and to keep smooth operation, which is constrained short-term financing and 
investment as well as product market. They have short or long-term vision on how to 
maximize the value of their investments. 
MNCs dairy firms .hey are doing the best out of all selected firms in managing the 
carrying costs of surpluses and shortage costs of deficits of cash, receivables and 
inventory levels. The firms try to harmonize policies of cash levels with that of trade 
receivables and inventory, and they are also effective in implementing also. In managing 
working capital financing, the MNCs firms have policy to harmonize the balances of cash 
levels with that of trade payables and inventory of materials and their management is not 
restricted only the control of costs and physical safety. The firms' purpose of working 
capital management fully covers the issues of the levciS of cash, inventory and 
receivables and the operation of cash collection and payments. MNCs have well 
developed structure of policies for working capital management. 
Managing the operations of purchasing and selling it is expected that if firms apply 
efficient purchasing policies (cost minimizing while at the same time maximize quality 
and volume) they can enhance value (Table 4.B). They can implement this by 
synchronizing cash payments with purchases and trade credits so that cash needed are 
minimized and purchase and trade credits are maximized. In managing the operations of 
selling, research theoretical model assumes that if firms apply efficient sales policies 
(sales and cash collection terms and standards) they can enhance value creation. 
Particularly if credit sales and receivables are harmonized with cash collections it is 
possible to increase sales and optimize the balances of receivables. 
Co-operative dairy firms The empirical findings with regard to co-ops reveal that, 
management decide their purchase terms and standards and is not restricted to the control 
function only. So the management has full authority to harmonize cash payments with 
purchases and trade credits with private firms, however for co-ops they have to follow 
NDDB guidelines. The three co-ops have different policies of purchasing materials but 
they have to comply with the relevant NDDB regulations. Co-ops purchase milk from 
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milk unions by deciding the price througii mutual contract witliout quantity and cash 
discount. They iceep on revising the contract for price if it increases in maricet. Purchasing 
of millc is done on credit basis from unions and private firms. However they also 
purchase other material on cash also and sometimes advance payment are also made. 
In managing their sales operation they sell their products mainly to the Mother Dairy, 
government ministries and also to private firms. The empirical findings indicated that 
they dictate their policy on terms and standards of sales and cash collection. So, co-ops 
make their policies for selling their products. In order to supply their products to Mother 
Dairy and other co-ops they have to follow NDDB regulations, but it does not hinder 
theirpolicy of sale. 
Private dairy firms private firms have full authority to set their own working capital 
management policies they have clear managerial policy on purchase terms and standards. 
Management try to harmonize cash payments with purchases and trade credits and it is 
not only restricted to the control function. Specifically, it is found that the private firms 
have clear policy on the purchase of their materials. Private firms are purchasing milk on 
credit basis for a period of one week to one month. However, they also purchase other 
materials on cash basis and for imported items they make payments in advance. 
In managing the sales operation, the private firms also have clear policy on sales and cash 
collection terms and standards because they have to comply with the relevant 
management policies. So, they try to harmonize cash collections with sales and 
receivables or vice versa. Their sales policy aims at taking care of customer demands and 
to expand market share but not to decrease cost of inv 'ntory holding except for Heinz 
India.. The private firms sell on both cash and credit basis, to government and large 
private firm they sell on credit basis, but to small private firms they sell on cash basis. 
MNCs dairy firms MNCs have comparatively better managerial policy on purchase terms 
and standards than co-ops and private firms. They also try to harmonize cash payments 
with purchases and trade credits so that cash needed is minimized and purchase and trade 
credits are maximized. Their purchase policy aims at availing cash and quantity 
discounts, reducing holding costs, meeting market demand and production requirements. 
MNCs purchase both on cash and credit basis and also make advance payments in case of 
some important and imported items. 
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In managing the sales operation, the private firms also have clear policy on sales and cash 
collection terms and standards. They try to harmonize cash collections with sales and 
receivables or vice versa. Their sales policy aims to satisfy customer demand, decreasing 
inventory holding costs, to meet seasonal demand and increasing market share. As, 
observed from interviews with firms' managers, condition of MNCS is better than co-ops 
and private firms in managing their purchase and 3ales operations, they are well prepared 
in policy making and also harmonizing their policies vvith the policies of customer and 
suppliers in order to balance the working capital items requirement, that is what required 
for creating value for the firm. 
Comparatively the MNCs firms also revealed better managerial policy on sales terms and 
standards. They try to harmonize cash collections with sales and receivables. The MNCs 
firms have different sales policies depending on whether the customer is large or small 
and a government firm or a private firm. The cash sales refer to smaller private firms 
while the credit sales refer to larger private and all government firms. With regard to their 
private credit customers they apply credit standards based on a repeat sale approach and 
the five C's (capital, character, collateral, capacity and conditions) to evaluate credit 
applicants. In order to collect overdue receivables they all make telephone calls and 
extend credit periods and none of them employs collection agents or takes legal action. 
However, the risk of bad debt is very low and none of them makes allowances for it. 
9. B.3. Managing working capital externally - expectations and findings 
Managing investment and customer linkages 
With regard to managing the levels of investment, it is expected that with closer firm-
customer co-operation sales can be enhanced and the canying costs of inventories and 
receivables can be minimized (Table 4.B). To implement this policy firms have to 
harmonize the policies of cash, receivables and inventories with the policies of 
customers' cash, payables and inventories. 
Dairy co-operatives The empirical findings in the co-ops revealed that the main 
customers are government ministries and Mother Dairy and supervising body is NDDB. 
The findings on firm-customer co-operation reveal very close inter-co-ops/govemment 
firm co-operation, as a result of which the firms have managed to increase sales as well 
as to decrease the cost of transporting the sales and carrying inventories. However co-
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operation with private firms is found to be very low, reason observed is that neither co-
ops are giving due attention for private custonaers nor they are co-operating. 
Externally, the cost of inventory levels are minimized because they closely co-operate 
with their suppliers (milk unions) in managing their materials inventory and mostly 
purchase just in time for production. According to the interview conducted with the 
firm's commercial manager, co-ops have an agreement with milk unions (another co-op 
firm) to get the shipment of the materials as soon as it orders a purchase, and also they 
enters into an annual contract with suppliers to get materials periodically as needed. The 
main customers are government ministries and Mother Dairy, Therefore, the cost of 
inventory levels are minimized because they closely co-operate with their customer in 
managing their finished goods inventory and mostly sell just after production. They also 
deal with the private businesses and sell on cash basis to them. The inter-firm co-
operation with these private customers is not as efficient as that with the government 
firms. 
Private diary firms private firms are co-operating with their customers on major of the 
primary activities, as responded by the firms managers in their interviews. Co-operation 
is lacking only on view issues, as replied by the managers and the reason they suggested 
is that many issues are of not much importance for the mdustry. Similarly, a strong co-
operation is reported on sales and inventory management i.'-sues. Private firms are also 
found harmonizing their policies with the customers' policies. However, on 
implementation part they are facing some difficulties due to the non co-operation of 
customers as revealed by managers. They sell to their customers on cash and credit basis. 
They are also harmonizing the policies of cash, receivables and inventories with the 
policies of customers' cash, payables and inventories. Private firms have managed to 
increase sales as well as to decrease the cost of transporting the sales and carrying 
inventories by co-operation with customers. 
MNCs dairy firms Commercial managers of MNCs firms reported that they co-operate 
with their customers on production operation for packaging, product testing and facility 
operations. MNCs firms reported that they co-operate with their customers on outbound 
activities, particularly finished goods warehousing, delivery vehicle operation, material 
handling and order processing. Regarding marketing and sales activities, all the MNCs 
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have replied full co-operation on advertising promotion, sales force and sales/purchase 
channel selection. MNCs firms reported that they co-operate with their customers on the 
quality and quantity they have to sell to customers, on the terms of transportation and in 
providing the goods just in time for production. Therefore full co-operation is reported by 
all the firms' manger on all the activities related to the purchase and inventory 
management. They are also harmonizing the policies of cash, receivables and inventories 
with the policies of customers' cash, payables and inventories. Regarding the benefits of 
the co-operation all the firms' mangers responded for increasing sales, creating trust of 
the customers and minimizing the cost of inventory carrying. 
Managing flnancing and supplier linkages 
In managing the levels of financing, it is expected that oo-operation with trade creditors 
and banks can expedite the availability of financing sources and minimize the cost of 
financing as well as the timing and ease of the medium of payment (Table 4.B). With 
closer firm-supplier co-operation it is also expected that firms can increase their volume 
of purchases and at the same time decrease the transaction costs of ordering and 
transporting purchases. Firms can apply this by harmonizing their credit policies with that 
of suppliers so that to maximize financing sources and minimize related costs. They have 
also to harmonize their policies on purchases with supplier's sales so that both are 
maximized while at the same time the firm's balances of cash and inventory of materials 
and the supplier's cash and inventory of products are optimized. 
Dairy co-operatives The empirical findings on the co-ops indicated that firm-supplier 
linkages and co-operation with co-op/government suppliers is made on the basis of 
NDDB regulations. Moreover, there is close inter-co-ops co-operation, which has 
enhanced purchases and minimized the carrying costs of inventories. However, 
cooperation with the private sector Is weak. Specifically, the firm-supplier co-operation 
of the co-ops differs depending on whether they deal with fellow "related" co-ops (milk 
unions), or private firms. They manage their common transaction costs through co-
operation on the basis of NDDB regulations and trust. This co-operation according to the 
commercial managers of co-ops has increased sales, trust, minimized the time needed to 
purchase materials as well as the cost of carrying of purchasing materials. Co-ops require 
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private suppliers to deposit cash at its bani< account enough to pay for one month's 
supply of materials as a form of risk sharing. 
Private dairy firms private firms co-operate on primary activity with suppliers on the 
inbound activity particularly shipment and storing of material. Private firms also co-
operate on material handling but not on inventory control and distribution to production. 
For marketing and sales, private firms co-operate for value evaluation of delivery of 
inputs. On the issue of firm-supplier co-operation on purchases and inventory 
management, most private firms co-operate with regard to quality and quantity of 
materials, terms of transportation as well as getting the materials just in time for 
production. Regarding the benefits of the firm-supplier co-operation, firms' managers 
responded for decrease in the time for purchasing, minimizing the cost of carrying 
inventories) and creates trust of the suppliers. Moreover private firms are experiencing 
the benefit of reduced ordering cost. They are also harmonizing their policies on 
purchases with supplier's sales in order to optimize t! e firm's balances of cash and 
inventory of materials and the supplier's cash and inventory of products. 
MNCs dairy firms The MNCs firms co-operate with their suppliers on most of the 
primary activities, particularly on inbound activities and production operations. They also 
co-operates with their suppliers on marketing and sales activities and on after sales 
services. The managers of the MNCs firms believe that the reason of, sometimes, weak 
firm-supplier co-operation is that suppliers lack in specific policy and experience of inter-
firm co-operation. MNCs -firms co-operate with regard to quality and quantity of 
materials, terms of transportation as well as getting the materials just in time for 
production. They are also harmonizing their policies on purchases with supplier's sales in 
order to optimize the firm's balances of cash and inventory of materials and the supplier's 
cash and inventory of products. But suppliers do not support as per expectation for 
harmonizing the policies for the benefits of both the parties. Suppliers are having easy 
options to switch over other customers; this thing is motivating them to focus personal 
benefits rather creating win-win situations for both. Dimension of value creation exist 
with MNC functioning but due to the non existence of suppliers' policy on the same 
implementation is being difficult. 
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9. B.4. Performance evaluation - expectations and findings 
Internally, firms can evaluate the efficiency of their working capital management 
decisions by comparing the best expected internal performances (forecasts and budgets) 
with related outcomes using the accounting based performance measurement and 
evaluation approaches (Table 4.B.). Accordingly, operational efficiency can be evaluated 
- using activity ratios, levels of investment and financing efficiency - using asset 
structure and liquidity/leverage ratios and profitability - using gross profit and net profit 
margins and return on assets. Rxteriially, the firms can compare the best practices of other 
firms (competitors in the same industry). They can also evaluate customer and supplier 
satisfaction by examining their commitment, retention rates as well as asking their 
opinion on quality of goods and the firm's response to their inquiries and speed in the 
delivery of goods. 
Dairy co-operatives The empirical findings revealed that the co-ops evaluate their 
performance using comparative analysis of past versus present, actual versus expected 
and inter-industry benchmarks. They also use liquidity and activity measures of 
accounting as well as customer satisfaction criteria, particularly fast response to inquiries 
and orders and quick delivery time in their inter-government firm relationships. 
Analysis for the Dairy co-operative could not be completed due to the non availability of 
financial statements from the management. 
Private dairy firms The private firms evaluate their performance of working capital 
investment decision by comparing the past with the present, actual with expected results 
and inter-firm benchmarks. All private firms reported that the take care of their customers 
satisfaction by improving the quality of products by decreasing defects rate, maintaining 
higher customer retention rate and providing higher customer perceived value. All the 
private firms reported that the take care of their customers satisfaction by trying to be 
efficient on their communication by applying the policy of faster response and delivery 
time. 
Private firms are also conducting accounting based performance evaluation for checking 
'iquidity, operational efficiency, short-term debt leverages and profitability. Therefore, 
private firms are doing internal and external performance evaluation. 
392 
393 
Analysis of the firms' financial statements showed that investments in current assets 
compared to the total investment in assets with all the private firms are above global 
norm of 50%. It ranges from 76.5% in Mother Dairy to 42.5% in Kwality Dairy with an 
overall average of 58.4%. The greatest portion of the working capital investments with all 
the private firms is in inventories (an average of 46%), which ranges from 48.7% for 
Kwality Dairy to 41% for Mother Dairy with an overall average of 46%. The lowest 
working capital investment is on cash levels (an average of 15%), which ranges from 
33% for Mother Dairy to 6.6% for Kwality Dairy. It can easily be observed that the 
firms' cash position is weak other than Mother Dairy. As reflected by the turnover ratios 
their working capital activities show good turnovers. Liquidity analysis showed that the 
firms' (except VRS Foods) liquidity ratios are below the gent^ rally accepted global range. 
Except for VRS Foods, all profitability ratios (operating profit, net profit and return on 
assets) also indicate very low or negative levels. 
MNCs dairy firm The MNCs firms evaluate performance of their working capital 
decision by comparing past and present as well as actual and expected results. Moreover, 
they also use industry benchmarks to compare their performance with other firms. They 
take care of their customer satisfaction by applying communication based approaches, 
particularly by having the policy of fast delivery. In addition to this they also take care of 
their customers' interests by having a policy of fast responses and decreasing defect rates. 
MNCs firms are also conducting accounting based performance evaluation for checking 
liquidity, operational efficiency, short-term debt leverages and profitability. Therefore, 
they are doing internal and external performance evaluation. 
Analysis of the MNCs firms' financial statements revealed that investments in current 
assets are comparatively lower than that of the private firms. It makes 52% for Heinz 
India, 42% for Cadbury India, and 41% for Nestle India. The greatest portion of the 
working capital investments with all the MNCs firms is ir inventories (an average of 
49%), which ranges from 41% for Heinz India to 60% for Nestle India M with an overall 
average of 49%. The lowest working capital investment is on cash levels (an average of 
15.8%), which ranges from 30% for Heinz India to 4% for Cadbury India. Liquidity 
analysis showed that the firms' (except Heinz India) liquidity ratios are below the 
generally accepted global range. The measures of working capital activities in the MNCs 
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firms show on average turnovers of 8.6 for inventory, 14.7 for receivables and 4.3 for 
overall working capital. All the turnovers have lowest value for Heinz India and highest 
value for Nestle India. Inventory turnover ranges from 6.9 for Heinz India to 9.6 for 
Nestle India. All the MNCs recorded positive profitability ratios (operating profit, net 
profit and return on assets) for the study period. 
9. B.5. The issues on the Indian context - expectations and findings 
Researcher also made theoretical expectations with regard to the effect of ownership, 
government regulations, managerial empowerment and background as well as cultural 
factors in the management of working capital. A comparison between the expectations 
and the practical findings follow. 
Ownership With regard to the effect of ownership, it is expected that firms with similar 
ownership status can have similar objectives and control patterns. It is also expected that 
competition in co-ops and private firms can be hindered by political interference from the 
government because the government firms' main objective can be to enhance political 
and social objectives while the MNCs firms may opt for operational efficiency with a 
firm's value creation as the ultimate objective. 
The empirical findings revealed that with the co-ops there is government interference 
through subsidies (at initial stage) and market protection and competition is hindered by 
interference from the government. In addition to the profit motive the government firms 
enhance political and social objectives. With private .Irms it is found that, there is no 
government interference through subsidies and market protection and also competition is 
not hindered by government. Private firms are having strong profit motive along with 
some social objectives. The MNCs revealed for strong competifion from other MNCs and 
private firms. However, competition is not hindered by government interference. Though 
they opt for operational efficiency with a firm's value creation as the ultimate objective, 
they lack efficient financial institutions and capital markets. 
Government regulation Research theoretical model expected that government 
regulations can influence the type of business operadons and inter-firm linkages. It is also 
expected that, government can determine the type of competition and set guidelines on 
how the firms have to be managed. 
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The empirical findings revealed that managers of the co-ops are influenced partially by 
the NDDB/govemment requirements and interference of higher government bodies. 
Moreover, NDDB/govemment regulations influence the type of business operations, 
inter-firm linkages and competition with other co-operatives. However, regulations do 
not influence internal functioning of the co-ops. With private and NfNCs firms 
government regulations have less or no influence on the type of business operations, on 
how the firms have to be managed as well as on the typ^ of competition and inter-firm 
linkages. 
Managerial empowerment and background Research theoretical model is based on the 
expectation that managerial empowerment, practical experience and academic 
background can determine the selection from alternative management approaches and 
play a determining role in the development, acquisition and adaptation to proper 
managerial policies. 
The empirical findings revealed that with the co-ops control by NDDB/govemment 
regulations impaired managerial power to the some extent. However, they are 
independent for their internal decision making. Managerial background of the co-ops is 
not very sound, majority of the managers with whom interview were conducted were 
commerce graduate and they had reached the designation of GM finance or other through 
promotions and also they were having the national experience, international experience 
was not found at any place. This lack of managerial skill and experience has an Impact in 
the selection of alternative management approaches and has played a role in the 
development, acquisition and adaptation to proper managerial policies. 
With the private and MNCs firms, management is fully empowered and is free to select 
from altemative management approaches. Moreover, level of managerial skill and 
experience is also high with private and MNCs firm. This thing is also reflected in their 
policies of managing working capital internally and externally. 
Cultural factors it is expected that cultural factors also affect a firm's working capital 
management because transactions are made between people who contact, contract and 
control each other's behavior on the basis of their cultural practices, believe, and norms. 
However, researcher did not find cultural practice, believe or norm with any of the co-
395 
396 
ops, private and MNCs firms that iiinder managing woricing capital internally and 
externally. 
9. B.6. Concluding remark - expectations and flndings 
Though the next section (section 9.C) deals with more specific conclusions of the study, 
here it will try to summarize the result of the comparison between research expectations 
and findings. The objective of comparing the expectations and findings of research 
theoretical model was to find out whether the working capital management models found 
in the literature of the developed western world are applied by managers and therefore are 
relevant to the financial management in developing countries, such as 
India. Research findings revealed that the managers in the co-ops, private and MNCs 
firms in India partially used the working capital models found in the literature of the 
western developed world. The main reason, as tried to summarize earlier (section 9.B.5) 
13 mainly because the non-financial factors that influence the managers mostly outweigh 
the financial factors. As a result of this researcher propose future conceptual research 
frameworks to strongly consider the factors indicated in the next section (section 9.C.1 -
implications for the theoretical model). 
9. C. Conclusions 
Here researcher starts to answer the second conclusive research question: "Discuss in 
detail the theoretical and policy implications as well as limitations and future research 
direction that can be drawn from the research." This section tries to answer the sub 
question: "what can be learned from the comparison of the conceptual background and 
working capital management experiences of the co-ops, private MNCs manufacturing 
firms in the agribusiness industry in India". Researcher compares the findings in the 
conceptual review (section 9.B) and empirical data analysis (section 9.C) and come up 
with concluding remarks. Conclusions are separated, that refer to our theoretical model in 
general (section 9.C.1), managing working capital internally (section 9.3.2), managing 
working capital externally (section 9.C.3) and the general issues that affect working 
capital management decisions from the Indian context (section 9.C.4). 
9. C.l. Implication for the theoretical model 
The theoretical model refiects both operations management view (the left-hand side) and 
a financial management view (the right hand side). The operations view focuses over 
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operations management. The financial management side takes the notion of shareholder 
value and the importance of generating a surplus over the cost of shareholders' funds. 
Research findings indicate that the managerial policy in the co-ops, in India focuses on 
the operations view more than the financial management view. The basis for this 
conclusion is that the firms have applied stringent control measures over the operations of 
purchases, sales, cash collections and payments while they have very little managerial 
policy to maximize the benefits of investment and financing of working capital levels. 
The .nain reason for the absence of the financial management option is the lack of 
appropriate financial and capital markets. However, the poor background of the general 
managers' academic and practical experience, the firms' historical background and 
interference of government regulations have played a role. However, private and MNCs 
firms focus on both operational financial view and they formulate policies to maximize 
the benefits of investment and financing of working capital levels. 
9. C.2. Managing working capital internally 
1. The perceived role of working capital management and value creation A reference 
to the chapters sections 5.B, 6.B and 7.B reveals that all managers believe working 
capital management practically creates value, because It helps in decreasing costs and 
increasing sales. Empirically, it is found out that, there is an absence of managerial 
empowerment and managerial skills and experience (in the co-ops) and a little bit of lack 
of economic opportunity (in the private firms) to deal with issues of strategic 
significance. However, private and MNCs are trying to practically create the value 
through working capital management. Empirical findings indicate that almost the entire 
managerial time is focused on issues related to working capital levels and operations. 
Therefore the managers believe that the value created or lost by the firms is mainly 
attributed to the efficiency of working capital maragement. 
Therefore, it can be conclude that managing, workin;; capital levels of investment and 
financing as well as operations of purchasing and selling, internally is considered by the 
managers to have a very relevant role in creating firm value. This becomes more 
important particularly in situations of developing countries like India, where there are 
less developed capital markets, limited capital investment and therefore little opportunity 
to mange with strategic objectives as compare to developed nations. 
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Though the managers consider working capital management has a role in value creation, 
they are constrained to do so. In the co-ops the problem is mainly due to managerial skill 
and experience as well as empowerment. In the private firms this lack of value 
management is due to lack of investment opportunities and sometimes financing sources. 
2. Policy objectives and working capital management The empirical findings indicate 
that all firms have oiily one working capital management objective - to manage levels and 
operations for transaction and precautionary purposes. It can be concluded that co-ops 
that are studied do not have clearly set policy objective in managing working capital 
levels and operations. All co-ops practically do very little for precaution purposes 
because they do not have such a purpose. The firms do not bother about precautionary 
cash needs because either excess cash flow is deposited in the bank and is available any 
time they need it, or the financing of their cash flow deficits is guaranteed with overdraft 
from the government banks. No co-op plans or coitrols its inventory levels for 
precautionary purposes. However, private and MNCs firms have the precautionary 
objectives for both cash and inventory. The co-ops, private and MNCs firms do neither 
have any motive of holding any levels of working capital for speculative purposes. 
3. Government regulation and working capital management Research empirical 
findings reveal that the management of working capital operations differs among co-ops, 
private and MNCs firms. In co-ops and to some extent in private firms the directives from 
higher government officials dictate their behavior. Management in these firms 
implements the regulations and the higher government bodies supervise their 
implementation. The co-ops are therefore obliged to buy and sell as per the 
NDDB/govemment rules as well as can also establish and follow their own purchase and 
sales policies. The private firms have autonomy in this matter but they have supply to the 
government ministries or any schemes if they are asked to do so. Hence, on the basis-
research finding it can be concluded thai generally, the management of working capital 
operations in the government firms is crippled by the government rules. However in case 
of co-ops this effect is comparatively low. Private firms are partially controlled by the 
government regulations. However MNCs remains comparatively free fro these 
regulations. 
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4. Control over level and operations (custody) or management of investment and 
financing (value creation) Value management presumes the management of working 
capital levels to decrease the holding costs of cash, receivables and inventories, investing 
any short or long-term surplus cash as long as the firm does not use it. The empirical 
findings indicate that even though most of the co-ops' investments are tied up in working 
capital assets, their management is mainly concerned with the safety of the assets and 
control of operations against theft and misappropriation (the custody aspect). The main 
reason behind the managers' concentration on the control aspect is because of the lack of 
managerial empowerment, investment opportunities and financing sources. However, 
private and MNCs manage their working capital levels to decrease the holding costs of 
cash, receivables and inventories, but investing of short or long-term surplus cash is 
missing. Therefore, private and MNCs are taking care of value creation aspect also. 
9. C.3. Managing working capital externally 
5. Value chain approach and inter-firm co-operation In an inter-firm transaction 
relation, there are two factors that both partners are affected by - the costs created as a 
result of the transaction and the income generated in the transaction. The income earned 
by one becomes the costs of the other. So, it becomes a zero sum when considering both. 
However, the costs that both transaction partners may incur in order to get into contact 
with each other, to design and agree a contract and thereafter to control each other can 
decrease if firms co-operate. 
Our empirical evidence shows that co-ops closely co-operate with each other on their 
primary activities because NDDB/govemment regulations oblige them to work together. 
For instance the supplier of Haryana co-op is Rohtak Milk Union, which is another co-
operative. When it comes to inter-firm transactions with non-co-ops firms, like private 
milk supplier of HDDCFL as a rule, every time a Co-op is getting into a new agreement 
to buy materials, it repeats the same purchase procedures (writing for bids, comparing 
bidders, selecting bidders, and processing the purchase). This decreases trust and 
increases the costs of an inter-firm transaction. Managers of all the co-ops, private and 
MNCs firms have responded for cheapest channel for contacting and routine procedures 
for contracting and-sefontrolling the supplier and customers. Moreover they represented 
that the cost of contacting, contracting and controlling is small for the consideration of 
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management. It is evident fro tiieir responses that they are not working on reducing 
transaction costs by making policies on contacting, contracting and controlling of 
suppliers and customers. 
Overall, the firms in India (with the exception of inter-co-ops) have loose inter-firm 
linkages with their suppliers and customers. Suppliers and customers were selected the on 
the basis of their general managers' choice. Therefore, it was expected that suppliers and 
customers to give some positive response in favor of the firms. However, it was found 
out that maioc of the suppliers and customers (except for the inter-co-op) were not 
satisfied with the co-operation that they get from their partners. Therefore it can be 
concluded that firms under study are not using value chain approach to manage their 
inter-firm transaction costs of working capital operations and levels. 
6. Interdependence and inter-firm co-operation Every firm does require a certain 
amount of certainty of supply of its materials and of demand for its products and 
interdependence enhances certainty. Research empirical evidence shows that the co-ops 
have developed close inter-firm co-operation, interdependence and therefore certainty of 
supply of materials and demand for their products. But this is not the case for the private 
and MNCs firms. The findings show that the private and MNCs firms have not 
approached such a situation of interdependence and cooperation. There is very little 
mutual interdependence existing between the private and MNCs firms and their suppliers 
and buyers, which may be used to decrease transaction cost of working capital operations 
and levels. 
7. Customer specification and inter-firm co-operation Job order production enhances 
inter-firm co-operation and value chain linkages more than custom production or 
production for the market. If the customer determines the product specification in terms 
of quantity, quality and costs, the supplying firm has a higher likelihood to use the value 
chain management. In dairy industry every customer is much cautious about the quality, 
quantity and the cos , therefore, product specifications are determined by the customer. 
That is why, empirical findings indicate that firms-customer co-operation is 
comparatively strong than firms-suppliers co-operation and also firms are using value 
chain approach for customers comparatively more than suppliers. 
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8. Experience and inter-firm co-operation The longer tiie experience between the firm 
and oihers linked to it - both backward and forward, the more likely the use of a value 
chain management to minimize transaction costs of working capital operations. A firm's 
historical experience of interacting with others results in a learning experience, which has 
a lasting effect on the firm's behavior because trust develops over time, as does mutual 
understanding. The co-ops have a very long experience of inter-firm co-operation with 
each other. The co-ops still have no problem to cooperate because they are applying the 
same managerial practice. However, private and MNCs are interacting with new 
environment frequently so having less experience of co-operation. Therefore it is 
concluded that this 'ack of experience of co-operation in the private firms has hinder 
them from having close inter firm relationship and has prevented them from using a 
value chain approach. 
9. C.4. General issut;s in the Indian context 
9. Firm ownership and value creation Research theoretical background suggests market 
competition enhances performance in the form of operational efficiency while co-ops 
ownership is more efficient in achieving the objective of equitable allocation of 
government resources. When there is competition, prices will tend towards marginal 
costs and resources will be allocated to their highest value. The possibility that co-ops 
can retain their ownership status and at the same t'me be competitive may be hindered by 
political interference from the government. 
Research findings indicate that - as a result of their ownership - the co-ops firms have a 
dominant position on both the supplier and customer linkages. This according to both 
private suppliers and customers has decreased the possibility of fair competition to 
develop. The lack of competition, government subsidies and a protected government 
market enabled the co-ops firms to earn profit more that the private firms. The managers 
of the private firms believe that they are under imminent risk of competition from local 
and imported goods. In order to protect themselves from the intense competition they 
planned to diversify their products and enter into new markets. However, co-ops are not 
showing any improvement as far as management potential, capacity building (fixed assets 
investment) and product diversification is concerned. // is therefore, conclude that 
ownership status has an effect on competition andthzrefore value creation and so long as 
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co-ops enjoy subsidy and priority in the government market, their profits give a 
misleading picture of comparative value creation. 
10. Government regulations and development of value chains Government policy has 
always a bearing on every aspect of a firm's activity. Government can determine the type 
of firms that could get into any form of agreement, including creating (or not creating) 
linkages and competition. It can introduce intervenC-ons to facilitate inter-firm co-
operation and networking or it can withdraw itself from involving in these types of 
interventions. 
Empirically, it is found that the regulations applying to the firms differ depending 
whether they are co-ops,' private or MNCs. There are regulations that affect co-ops, 
restricting them how to buy and sell as well as with whom to make linkages. For instance 
co-ops have strong inter-firm linkages with each other because NDDB/govemment 
regulations encourage this type of co-operation. On the other hand, they have very weak 
inter-firm co-operation With the private firms. However, since there is less or no 
government regulation applying to private and MNCs firms restricting them on how to 
establish inter-firm linkages, private and MNCs firms are observed to shift from one 
partner to another depending on their preferenr^s. // is concluded that, the more 
regulations and laws prohibiting the development of the value chains less likely it will be 
that the firm will use alternatives (which could be better) value chain linkages to manage 
transaction costs of working capital levels and operations. 
11. Managerial empowerment and value creation The performance of firms depends on 
management potential, degree of managerial empowerment and clarity of objectives. The 
evidence on management potential and existence of clear policies and objectives shows 
that the objectives are clear in the private and MNCs firms, and management potential as 
well as managerial empowerment is also better than co-ops. With regard to performance 
evaluation, research has indicated that finance managers compute accounting related 
performance measurements; moreover, they reported that they use them for managerial 
decision making. However, the basis for evaluating the operational efficiency in co-ops is 
not related to value creation but to whether they have applied the NDDB/govemment 
rules properly. Almost all managers reported that they apply customer satisfaction or 
quality based performance evaluation criteria. 
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Most of the firms evaluate their internal managerial decisions and also they evaluate their 
external linkages. // is therefore, conclude that in all the co-ops management potential is 
weak, that they are lacking in clarity of objectives and that the management culture does 
not give proper emphasis to value creation. Moreover, co-ops also lack in proper 
management authority and power to efficiently manage both working capital levels and 
operations internally and externally. 
12. Cultural factors and inter-firm co-operation Culture can be an important driving 
force behind the inter-firm communication and co-operation. Transactions are made 
between parties, who contact, contract and control each other's behavior, not only on the 
basis of business agreements but also on their cultural practices, believes, and norms. 
With the co-ops, mainly it is the NDDB/government regula^ons and the trust that each 
will adhere to the regulations that influence the inter-firm transactional relations. 
However, with the private and MNCs firms, the main influence in business dealing is the 
trust that they give to and receive from their suppliers and customers. Research findings 
show that these private and MNCs firms make any written agreement with local suppliers 
and customers on the purchases and sales of materials and products. Culturally, one of the 
general managers finance said that: "We, Indian rely on rust and do not emphasize on 
legal contracts and we have rarely encountered mistrust and mischief from suppliers and 
customers." As far as research findings indicate, the firms rarely had the history of bad 
debt and have gone to the court to enforce collection of debts from local customers. It is 
therefore, concluded that the Indian culture is conducive environment for inter-firm co-
operation on the basis of trust. 
9. D. Research Implications 
Research is concluded by answering the last research question (4b), which states: "Discuss 
in detail the tiieoretical and policy implications as well as limitations and future research direction that can 
be drawn from the research." Research has covered the theoretical aspects of managing working 
capital levels and operations internally and externally. Research also described and 
explained working capital management practices in the co-ops, private and MNCs dairy 
firms in the manufacturing sector of India. It is therefore concluded from research that 
there are theoretical implications for research theoretical model (section 9.D.1) and 
policy implications (section 9.D.2) of practical importance for the managers and the 
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government. Limitations of the study are also discussed .section 9.D.3), which give us 
directions for further research. 
9. D.l. The implications of the empirical findings for the theoretical model 
The theoretical model was designed on the basis of literature developed for situations in 
the western world where it was strongly assumed that the managers in India could use the 
management of working capital internally and externally as exemplary management 
approaches. Practically, they used little of it because many factors differ between the 
background under which the management approaches and therefore the theoretical model 
are developed and the practical background that the managers in India find themselves. 
Hence because of the factors that prevail on the ground, the India context influenced 
research findings more than expected when theoretical model was designed the in chapter 
4. These factors include weak managerial background, lack of well developed financial 
markets as well as the firms' historical background and strict legal requirements. 
Managerial background - very few managers are academically and practically acquainted 
with the managerial approaches of value creation and the modem management practice in 
the context of developed world is still at its basic stage in India. Lack of financial 
institution and markets - There are hardly few financial institutions and markets that 
could facilitate the \'alue creation by managing working capital levels and operations. 
Legal and historical background - The management in c-ops is influenced by government 
regulations and less attention is given to working capital management for value creation. 
Because of these reasons working capital management is not strongly underpinned by the 
idea of value creation expected under conditions of developed vyestem world. The 
general theoretical implication of research findings for the theoretical model is therefore 
that the design of new theoretical model for a case study in developing countries should 
strongly consider the legal, historical, institutional and managerial background in the 
countries under study. Researcher believes that a research fran\ework can be designed 
such that it focuses on these background contexts. 
(i) Managerial empowerment - It is possible that further research is made with an 
objective of studying the impact of managerial empowerment on the success of firms to 
generate profit. This impact can be assessed in view of the operations management (the 
left-hand side of research model) and financial management (the right hand side of 
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research model). Similarly, this theoretical model can be extended to study the effect of 
managers' academic and practical experience on the success of the firms in generating 
profit. 
(ii) Legal context - future research model could also focus on the effect of subjecting 
managers to externally supervised regulations on both the effect of control measures on 
the managers and in achieving the .ibjectives of the control measures. The effect of 
control measures on the managers may aim at whether the managers try to follow or 
evade the rules and the ensuing effect on the firms' success. The effect on the 
achievement of the objectives of the control measures may concentrate on whether 
control over the management helps to attain the stated objectives of the co-
ops/government firms. This particularly may focus at the objectives such as minimizing 
costs of the products, minimize the costs of mischief, misappropriation or the decrease 
income lost as a result of conflicting interests of the manai^ers and the stated objectives of 
the firms, increasing production volume. The hypothesis at this stage is that it may help 
much. 
(in) Institutional context - The existence of efficient financial institutions like banks, 
insurance, share markets is of paramount importance to firms to have access to alternative 
opportunities to invest surplus working capital assets and financing by disinvesting assets 
or borrowing from the financial institutions. Research findings show that the firms in 
India are handicapped due to the absence of these opportunities. However, detailed 
studies in a developing country and possible comparative study with other developing 
countries could be made. The study could be framed with particular emphasis on the 
specific problems faced and methods used (or they can use) to alleviate the problems 
without waiting for the efficient (developed countries style) financial institutions to 
emerge. 
9. D.2. Policy implications 
This section contains the translation of research empirical results into practical 
implications for decision-makers. It offers policy implications for both managers of the 
firms at the micro level and the government at the macro level. The study results show 
that research theoretical model can be used to study the intra and inter-firm management 
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of working capital levels and operations, which can be used to design internal and 
external policies. 
Managerial implications at the firm level In the light of research theoretical model and 
empirical findings, the following points can be recommended at the firm level. 
First, since (in the absence of economic opportunity to deal with issues of strategic 
importance) the managers believe the value created or lost by the firms is mainly 
attributed to the efficiency of working capital management, they have to try to be as 
efficient as possible at it. So they have to establish new policies and improve existing 
policies and practices of their internal management of working capital levels and 
operations. They should not only concentrate on the custody but also on the value 
creation aspect of working capital management. Therefore, they have to identify policies 
that can minimize the overall long-term cost of purchasing and selling activities and at 
the same time minimize the carrying costs of the levels of cash, inventories and 
receivables. 
Specifically, the firms have to establish clear and practically operational policy for the 
management of working capital levels of investment and financing as well as operations 
of purchasing and sales. On working capital levels of investment, they have to decrease 
the excessive investment in working capital assets in favor of long-term investments, 
which have an impact on production capacity and long-term profitability. They have to 
continuously evaluate the holding costs of working capital levels and take corrective 
action to decrease the costs by expediting the turnovers of inventory, receivables and 
cash. On working capital levels of financing, they have to evaluate the costs of bank 
overdrafts to finance working capital investments. They have to establish credit 
agreements with suppliers and use trade credit as an alternative source of working capital 
financing. On the issue of working capital operations of purchasing, they have to try to 
convince suppliers to co-operate in providing credit with mutually beneficial terms. They 
should also establish appropriate policies of contacting, contracting and controlling 
suppliers with an objective of creating sustainable firm-suppler relationships and 
decreasing related costs. On the management of working capital operations of selling, 
they have to enhance sales using appropriate credit standards and establish policies of 
customer contacts, contracts and controls measures that minimize the costs of inter-firm 
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transactional relation. The firms have to establish mechanisms to evaluate the 
performance of their working capital decisions. Particularly, they have to continuously 
follow-up their financial performance both, internally using budgets and accounting 
ratios and externally by comparing inter-firm benchmarks on financial performance as 
well as using measures of supplier and customer satisfaction. 
The second study implication for managers is to identify and then to initiate new inter-
firm relationships and strengthen existing ones. There is a need for inter-firm cooperation 
in managing both levels of investment and financing as well as operations of purchasing 
and selling. Firms could try to have co-operation with commitment based on negotiation, 
co-ordination and mutual adjustment. Inter-firm co-operation can better be governed by 
relationship development than by strict and formal mechanisms of control. Thus firms 
may have to rely more on social interaction and developing relationships and on 
maximizing common performance rather than to emphasize in increasing only their 
'ndividual performance. A good relationship can enhance inter-dependence and increase 
value of co-operation because it decreases opportunistic behavior and inter-firm 
transaction costs. 
Implications at the government level In view of the increasing importance of inter-firm 
co-operation, government can play a significant role in creating and improving 
institutions that reduce transaction costs (North 1990). In the light of this, the following 
points can be implied at the government level. 
First, the main reason that the co-ops give for not having proper policies and practices of 
internal working capital management is due to the government regulations. Government 
can remove its regulations on the co-ops and enable their managers to do business with 
full authority and responsibility. 
Second, with regard to the external working capital management, government can be 
instrumental in stimulating inter-firm contacts and facilitate opportunities for inter-firm 
co-operation and networks. Government institutions like the FICCI, CII and other support 
organizations can play a more active role in enhancing information flows and in building 
alignments among the business firms as well as between the private and the public 
sectors. Third, the government can remove the protection it renders to the co-ops so long 
as they are competing with the private business sector. Fourth, government can create a 
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conducive environment for competition through appropriate investment policies, 
liberalize the market and establishing efficient financial institutions. Fifth, in co-operation 
with countries in the region, it can also adopt a policy of finding ways to enhance 
investment opportunities and financing sources through common financial system and 
regional stock market. 
9. D.3. Limitations of the research and future research directions 
Though this study addresses the managing working capital internally and externally and 
identifies value creation as revealed by performance measurements, its findings should be 
evaluated in light of the following limitations. 
First researcher has used a case study with a small sample of firms. This shortens the 
time needed to collect data and minimizes the cost of the study but assumes that the 
selected firms are representative of the co-ops, private and MCNs manufacturing firms in 
the dairy sector of food processing industry as a part of agribusiness industry. Future case 
research can be preceded with a survey in order to get a more complete picture of the 
Indian situation. 
Second Researcher selected the main firms' local supplier and customer linkages based 
on the frequency of the inter-firm transactional interaction as per the opinion of the 
general managers of the firms. A more complete picti're could be drawn if the firms' 
record on inter-firm transaction could be used to identify (and may be more 
representative) transaction partners and research could be conducted to find the opinion 
of partners both inside and, outside the country. 
Third, In this study of inter-firm co-operation, researcher has taken the opinion of only 
one supplier and one customer for each main firm. For a thorough study of inter-firm 
cooperation the responses of more suppliers and customers will have to be researched. 
Fourth, Researcher has studied the cases of co-ops, private and MNCs manufacturing 
firms. However, it is believed that it is possible to extend the case to, (a) the service (or 
non-manufacturing) sector, (b) the purely private firms and (c) the purely MNCs firms 
Fifth this case research is'limited to the Indian situation. Because of this limitation it is 
not possible to extend our findings and conclusions to situations in other developing 
countries. Similar research could be made in other countries in order to have the 
possibility of comparison. 
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Sixth, in view of research findings on the success of the co-ops firms in creating closer 
inter-co-ops/government firm co-operation, there are two basic considerations for further 
research, (a) It may not be true that co-ops/government firms are less desirable for 
operational efficiency compared to private firms, (u) Whether restructuring of co-
ops/government firms and market liberalization is the best answer in all situations for 
competitive efficiency and profitability may not be taken for granted. This can therefore 
be studied in both developed and developing countries. 
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Chapter 10 
Findings - Summarized 
Empirical data is used to analyze the practices of managing working capital internally 
and externally management in the co-operatives, private and MNCS dairy firms. 
10. A. Managing working capital internally 
Overall working capital management policy Dairy co-operatives lack a clear objective 
and vision of managing working capital both internally and externally. Though the 
managers believe that managing working capital operation and level plays a very 
significant role in creating value to their firms but they ure not empowered due to the 
imposition of government regulations. According to the managers, government 
regulations, implemented under the supervision of the Ministry of Agriculture and NDDB 
restrict their managerial power. Other than the problem of managerial empowerment 
working capital investment and financing, are also constraints. The problem with the 
private is not managerial empowerment but management potential, and clarity of 
objectives and lack of skilled labor, which are the major constraints. NfNCs have a clear 
objective and vision of managing working capital both internally and externally. 
Investment and financing The co-operatives firms have no problem of financing their 
working capital levels and operations because of their profitable operations and the 
availability of finance from state co-operative banks as directed by the government. 
Therefore, they have easy access to the bank finance. All private firms except VRS Foods 
are in a problem of liquidity. The firms have financed their working capital needs with 
creditors and overdraft facilities. The level of inventory is highest as apart of working 
capital and cash is lowest. While, inventory balance is also increasing due to lack of 
sales mainly. MNCs firms except Heinz India are in liquidity problem. MNCs are also 
using coeditors as a measure source of financing as well as bank overdraft and accruals. 
The lack of investment and financing opportunity due to the absence of well developed 
markets for financial titles as well as volatility of the market are also main factors that 
Part V of the Thesis 
Findings- Summarized 41 1 
contribute to the inefficient management of worlcing capita' in the private and NfNCs 
firms. 
Operations of purchases and sales it is observed that all firms could state what their 
purchasing policy is about. Common factors of the purchase policy of all the firms are 
meeting marketing demand and to keep production uninterrupted. All the firms, other 
than Kwality Dairy from private and Heinz India from MNC, also chose meeting 
seasonal production requirements as purpose of purchase policy. Heinz India and 
Cadbury India take the purpose of quanUty and cash discount of purchase policy. 
Moreover, all the MNCs define the purpose of decreasing holding cost for purchase 
policy. According to the commercial managers of the firms, all of them purchase on 
credit, specifically milk for a credit period ranging from 15 days to one month. All the 
co-ops take from milk unions on one month credit, similarly private firms also take from 
milk unions and local suppliers on weekly credit. The co-operafives have very little to do 
with how to purchase their materials and to produce and sell their finished goods. They 
have to purchase froi a milk unions as directed by NDDB, while they are also purchasing 
from private players. Similarly they have to sell to Mother Dairy and Government 
ministries as directed by the government, while they are also selling to the private 
players. The purchase and sales policies of private and MNCs firms are not dictated by 
government regulations though they have relatively more relaxed government policies 
applying to them in comparison to government firms. 
The responses of the co-op's commercial managers to "nterview questions indicated that 
their main objectives of sales policy are to satisfy the demands of the ministries and 
Mother Dairy to meet seasonal sales requirement and to expand market. However, co-ops 
do not have the purpose of decreasing inventory holding and ordering costs. All the 
private firms and MNCs have the same purpose of meeting seasonal sales requirement 
and to expand market. However MNCs also have the purpose of meeting seasonal sales 
requirement. Both, Nestle and Cadbury India from MNCs have the purpose of decreasing 
inventory holding cost also. The reported sales terms for all the co-ops, private and 
MNCs firms are the cash and credit basis. All the co-ops, private and MNCS have credit 
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sales standard of 5C's. However, co-ops also use one time sales as standard. Both, Nestle 
and Cadbury from MNCs also use rep jat sales approach as credit sales standards. 
Performance evaluation of working capital management The study of performance 
evaluation has indicated that most firms evaluate their performance by comparing their 
past with the present and actual with the expected. Their financial managers said that they 
apply some accounting, customer satisfaction and product quality based performance 
measurement and evaluation criteria. Moreover, private and MNCs firms reported also 
that they compare their performance with their competitors. 
Liquidity analysis indicates that the private and MNCs firms are in liquidity problem 
because on the average all liquidity ratios are below the generally accepted global norms. 
The exception is VRS Foods from the private firms and the Heinz India Ltd from the 
MNCs firms. The profitability ratios, particularly net profit and return on assets indicate 
low levels, particularly in most of the private firms (leaving VRS Foods). Overall 
performance findings suggest that the firms are doing little to create value by managing 
working capital levels of investment and short-term financing as well as operations of 
purchasing and selling. 
10. B. Managing Working Capital Externally 
Firm-supplier linkage - the firms' point of view The response of the co-ops firms 
indicate that they co-operate, with their suppliers on the inbound activities, particularly, 
shipment and storage, production operation for product testing, facility operations and 
timely availability of raw material, product adjustment for after sales services. Moreover, 
Private and MNCs firms also co-operate on material handling and inventory control for 
inbound activities, sales /purchase channel selection on marketing and sales. Therefore, 
level of co-operation is high in case of private and MNCS firms. The co-ops revealed the 
weakest firm-supplier cooperation with private suppliers. Generally, all firms have very 
weak firm-supplier linkage on all marketing/sales and after sales services. The co-ops 
traced the reason for the lack of firm-supplier cooperation to the non co-operation of 
private suppliers and to the some extent NDDB regulations. The reason for the lack of 
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urm-supplier co-operation according to the private and MNCs firms is for two reasons. 
First, their suppliers do not co-operate and second, suppliers have easy options. 
Inter-firm linkages suppliers' point of view The suppliers of all firms reported that they 
have very little co-operation on all the primary activities. The suppliers indicated that the 
only co-operation is on production operation for product testing, facility operations., 
delivery vehicle operation and order processing for outbound activities and timely 
availability of raw material, product adjustment for after sales services. The private firms' 
supplier response on inter-firm co-operation with regard to all primary activities is 
comparatively better than co-ops. The main reason for lack of cooperation according to 
all the suppliers is that the central firms' lack the willingness to co-operate. Comparing 
the responses of the co-ops and private firms and their suppliers indicate that both firms 
have exaggerated thuir firm-supplier and customer co-operation on their inbound and 
outbound and production activities in comparison to the opinion of their suppliers. 
Firm-customer linkages - the firms' point of view The co-ops firms revealed the 
weakest firm-private customer co-operation. Their responses show that they have good 
firm-customer co-operation with Mother Dairy on major of the primary activities. The 
responses of the private firms also indicate that they co-operate well with their private 
customers only on major of the primary activities. According to the NfNCs firms' co-
operation with their customers on major of primary activaes is very strong. As it is the 
case with the firm-supplier linkages, all firms have very weak firm-customer cooperation 
on the activities related to after sales services. All the managers have mentioned the 
importance of co-operation and have not responded much about reasons for non co-
operation, however, MNCs have responded that some times, customer do not co-operate 
but it is not regular practice. However, all the mangers are agree with this fact that they 
do not have the policies of co-operation from view point of creating value for the firm, 
and also they expressed the need of it. Position of MNCs is at the top for the co-operation 
with their customer, may be due to their international exposure and best manpower 
available. Private firms are after MNCs, however, co-ops are lacking in co-operation with 
their private customers, but with Mothr Dairy they have exceptionally good relations. It 
may be due to the reason that both come under NDDB. 
Part V of the Thesis 
Findings- Summarized 41 4 
Inter-firm linkages - customers' point of view The customers of all firms reported that 
they have moderate co-operation on the primary activities, working capital levels and 
operations. All the managers of customer firms have replied for the benefits of the co-
operation and they feel that there is the absence of well defined co-operative policy. What 
ever the co-operation they have but the dimension of value creation for the firm is 
missing. 
Customer evaluation All firms are evaluated by their customers as efficient on their 
marketing approach, sales processing (except Nestle India), product quality, delivery of 
goods, and explanation to enquiries, and cash collection habits. No one has responded for 
Lhe cost of the product for rating the supplier. Customer of the private firms replied that 
they rate their suppliers on sales processing, product quality, delivery of goods, 
impartiality with other buyers (only VRS Foods), and explanation to enquiries (except 
VRS Foods), and knowledge about the customers (only Kwality Dairy), bilateral 
communication (except Kwality Dairy) and cash collection habit (other than Kwality 
Dairy). 
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Questionnaire for Research Purpose 
From 
VIQAR ALI BAIG 
Research Scholar 
Department of Agricultural Economics & Business Administration, 
Aligarh University Aligarh-UP, 202002, Near Shafi House Purani Chungi 
Railway Crossing, Aligarh, Phone: 0571-2702238 (O) -2700528 (F), 
09358112204(M) 
Cnmnanv fName) 
Name of Supplier F 
Name of Customer 
City 
irm 
Firm 
Please tick the appropriate box below: 
Type of firm 
Industry Sector 
Size of firm 
1. Public 
Sector 
2. Private 
Limited 
1. Less 
than Rs. 
1 crore 
2. Rs. 1 to 
Rs. 10 
crore 
3. Public 
Limited 
3. Rs. 10 to 
Rs.lOO 
crore 
Pin 
4. Partnership/ 
Individual 
Ownership 
4. Rs. lOOtoRs. 
500 crore 
5. MNC 
5. Rs. 500 
crore and 
above 
Direction: Each question in the questionnaire is provided with a number of alternative 
answers and ends-up with "others" so that the managers can include their own 
reasoning. For each alternative ans^ ver managers are supnosed to give their responses 
on the basis of five point Likert's scale, ranging from 5 to 1 (Murphy and Lilcert 1967). 
The scales indicate how positive or negative the managers' responses are to the 
alternative choices in each question, A scale of 5 indicates v» ry positive, 4 positive, 3 
neutral (between 4 positive and 2 negative), 2 negative, 1 very negative and (-) 
represents that the manager did not give response. 
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Section A - Overall Working Capital Management - Main Firm Response 
A. Finn's policy of woilcimj capital iitaii.-Kjeineiit 
To increase sales To decrease costs To reirain liquid To generate profit 
D D n D 
B. Coiistioiiits in ocliieviiKj woik i ix j c ip i t . i l policy 
Product demand Short-tetm financing Fixed capital investments Market Production capacity 
D D D D D 
Working capital Investments Fixed capital financing Lack of skilled labour D • • 
C. F.ictois ileteiiii i i i i iKj / /o iki ix j capital levels 
SeasonaBty 01 sales Sales growth Credit policy Availability of credit Price levels o1 Input Operrting efficiency 
D • D D D . D 
D. Role of working capital maitaijeinent In value chain 
D-1. Mannc|ing woikiny capital Investments 
Cash Management Inventory management Receivable management 
n a n 
D-2. Mana<jln(| slioit-teii i financhuj 
Trade payat>le management Banks loan management Liquidity management 
D D ' ' H" 
D-3. ManagliHj working capital related operations 
Sales operations Pi^ rchase operations 
D D 
Section B - Managing Working Capital Internally 
Section B (Part 1) - Cash Management - Main Firm Responses 
A. Finn's motives of holding casli 
Transaction Speculative Precautionary Bank compensrtmg 
D D D D 
B. Film's pii ipose of cash budget forecast 
Requirement Control liquidity Control cash Plan short-term needs Plan tong-term needs 
D D D D D 
C. Firm's cash jorecasting^approach _ _ . . 
Past experience Forecasted sales Management opinion Market research 
D D D D 
D. Casli flow approaclies used by the firm 
Receipts and disbursements* Adjusted net income" 
D D 
E. Finn's purpose of casfi flow calcirlations 
Requrement Improve cash forecast Cash control 
D D D 
F. Finn's cash control approaches 
F-1. Payments 
Voucher system Si itjuentlaUy numbered checks Bank reconcfflatkjn Petty cash system 
F-2. Collection 
Customers pay at the bank account Collections deposited daily Separate sequential operations 
_ D _ _ D - 'U"' 
' The receipts and disbursementct approach estimates the amounts of cash expected to be received and paid by tl^e 
firm over tlie forecast period and traces the detailed movement of casli. 
" TIte adjusted net income approach {also called sources and uses) starts with projected net income on an accrual 
basis and adjusts it to a cash basis. 
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Meet seasonal high demand 
D 
Deterioration 
D 
Handling 
D 
Insurance 
D 
Property taxes 
D 
Section B (Part 2) - Inventory Management - Main Firm's Responses 
Section B (Part 2.1) Finislied goods Inventory management - Main Firm Reponses 
A. W I n t is the firm's purpose of finisheil (jooils Inventory int inagemei i t? 
Satisfy customer Take advantage of Reduce holding costs Keep safety stock 
demand economies of scale 
D • D D . 
B. Whiit a ie the costs of fhin's hoUlhxj of finished (joods Inventoiy^ 
Power (heat and light for storage space) Opportunity cost of capital 
D D 
Security Clerical costs 
D D 
C. Slqnific.inc6 of hohlimi costs of ni.iteii.il 
D. How does f irm m.iii.i<je costs of holduKj of finish <joods inventoiy? 
Hold only the minimum Apply "just In time" Establish long-term cuslomer relaltons 
D D D ^ 
E. Wl>.it oiet l ie firm's ci sting metlio<ls for finisi) goods inventoiy? 
FIrsl-in-flrst-out Lasl-ln-flrsl-out 
D D 
F. Whot diethe firm's voii iotion metliods for finish goods inventory? 
Average cost Market or replacement cost 
D D 
G. What tire tlie f i lm's i..ises of selective inventoiy contiol? 
Average cost Usage rate 
D D 
Making customers pay the costs 
D 
Average costing 
D 
Lower of average cost or market 
D 
Critk:ality in case of shortage 
D 
Keep production running 
D 
Section B (Part 2.2) Material inventory Management- Main Firm Reponses 
A. Whii t Is the fi lm's pii ipose of u i w m<iteil.il inventoiy m.-)iingemeiit? 
Reduce hoWng costs Reduce ordering Safeguard against shortages 
costs a n D . .___ 
B. W h a t are the costs of firm's holding of mater ia l invent'^iy? 
Power (heat and light for storage space) Opportunity cost of capital 
D D 
Security Clerical costs 
D D 
C. Signif icance of holding costs of mate i ia l 
Deterioration 
. D . 
Property taxes 
D 
Insurarwe 
..D 
Handling 
D 
D. How does f l im m a n a g e costs of holding of mater ia l inventoiy? 
Minimise inventory level Buy just in time for production 
D D 
E. Wl iot a ie the f i lm's costing methotis foi mater ia l inventoiy? 
First-in-first-out Last-in-first-out 
• D 
F. Wl iat a iet l ie f i lm's valuat ion methoi ls fo i mate i ia l inventoiy? 
Average cost Market or replacement cost 
D D 
G. W h a t a i e the f i lm's bases of selective mate i ia l inventoiy contiol? 
Cost Usage rate Scarcity in the market 
-JJ D . C^_ 
Use economic order 
D 
Average costing 
D 
Lower of average cost or market 
D 
Crfcality in case of shortage 
n 
Appendices 419 
A. Re<i 
Section B {Part 3) - Receivables Management 
01 i iotsel l l i j i j on ciedit 
Customers do not ask for credit The firm does not want to extend credrt 
D D 
High uncertainty of pay bacl( 
D 
Visits to customer 
D 
Customer's payment history 
D 
Seasoned dating 
D 
Lack of information on credit applicants 
D 
B. Souices of information to f irm foi screeiiiiici credit applicants 
Prior experience Financial statements 
D D 
Personal contact with the applicant's creditors 
D 
C. Firms credit terms' 
Open account no discount Open accourt with ascount 
D D 
D. Film's sttindtiids to screen credit applicants 
The 5 C's - capital, character, collateral, capacity and conditions 
D 
Repeat sale approach 
n 
E. Measi i ies tal(eii l>y tlie f i ini to collect oveidi ie leceivables 
Send reminder Telephone call 
D D 
Collection agent (employee) Extend credit period 
D D 
F. Risk of uncollectible 
D 
G. Finn monitor ciedit customers 
Using draft letters 
D 
H. Finn reduce levels of ieceivai>les 
Make customers pay outstanding debts Stop selling on credit Revise credit policy Revise credit standards 
D D D n 
' Credit tei ms refer to the e.)le of goods on the basis of an open account, promissory note oi special conditions like 
seasonal <lating. An open account is used when tlie biryei buys on a contlnuino basis fi om tlie same sellei and it nuy 
also inciuKle discounts foi eat ly payment. If the oi der Is large and tlie firm anticipates a problem In collections K may 
I e<|uii e the customer to sign a promissory note oi lOU. in order to eliminate controversies later about the existence of 
a ciedit agreement 
Section B (Part4) - Worl^ ing Capital Financing-Main Firm Reponses 
A. Finn's sources of si ioit-teim f inancimj 
Short-term debt - bank loans Long-term debt Retained earnings/Equity capital Overdraft D D n n 
Promissory note 
D 
One time sale approach 
D 
Marginal accounts analysis 
D 
Personal visit 
D 
Take legal action 
D 
Using letters of credit 
D 
Customers sign letters of credit 
D 
Trade weditors Secured borrowing 
D D 
B. Finn's cost of f inancing 
Interest expenses 
D 
C. Factors influencin(| firm's levels of f inanc in j 
Seasonality of sales Sales^growth aedit policy 
D D D 
Price levels of inputs Operating efficiency 
Accruals 
D 
Bank service charges 
D 
Avaitabity of credit 
D 
Others- government subsidy n 
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Section B (Part 5) • Purchase & Sales Operation Management - Main Firm's Response 
Section B (Part 5.1) Purchase operation manugement - Main Firm Reponses 
A. Firm's purpose of purcliase policy 
To take advantage of quantity discounts To tal<e advantage of cashi discounts 
D D 
To decrease inventory holding costs To decrease purchase ordering costs To meet seasonal production requitement-
D D • 
B. Firm's purpose of puchase forecast 
To determine inventory usage during lead-time 
a 
To get safety stocl( 
D 
To meet production demands 
D 
To know quantity on hand and on order 
D 
C. Bases used by the firm to forecast purchases 
Past experience Forecasted sales volume Management opinion 
D D D 
0. Terms of firm's purchasing 
Cash 
D 
E. Why dos firm not purchase on credit? 
Suppliers do not provide credit 
D 
Lacic of information on credit suppliers 
D 
F. How does firm manage purchasing costs of? 
F-1. 'Contact phase of purchase transaction 
By choosing the chewiest channel By emptying purchasing agents 
D D 
F^. ''Contract phase of purchase transaction 
By making routine contract agreements By employing lav^yers 
D D 
F.3. "''Control phase of purchase transaction 
By making routine control agreements By eniploy'ing laviiYers 
D D 
G. Relevance of purchasing costs of 
Contacting suppliers Contract Wth suppliers Controlling supplier s 
D D D 
•Contact; Finding the marl<et and searching for a partner, identifying a potential partner, describing the offer to a 
potential partner, advertising in the media, attending the trade fairs and exhibitions. (Cost involved: Searching 
cost) "Contract: Negotiating the prices, setting the terms of trade, writing and evaluating a proposal, credit 
investigation and discussion, sefting-up governance structures. (Cost involved: Cost of negotiating, drafting and 
signing contract) "^Execution /Control: Bonding secure commitment, inspecting quality, building up trust and 
customer confidence, collection efforts, taking legal measures. (Cost involved: Cost of safeguarding agreement) 
Purchasing sitalf opinion 
D 
Credit 
D 
Firm does not have credit pofcy 
D 
No tradition of credit transaction 
By managing by trust 
D 
By making terms known in advance 
n 
By making terms known m advance 
D 
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Section B (Part 5.2) Sales operation management - Main Firm Reponses 
A. Firm's purpose of sal is policy 
To satisfy customer demands To decrease inventory holding costs To decrease inventory ordering costs 
D D 
To meet seasonal sales requirements 
D 
B. Firm's purpose of sales forecast 
To forecast future demand 
D 
To forecast quarrtity on hand and on order 
D 
C. Bases used by tlie firm to forecast sales 
Past experience Statistical forecast Management opinion Sales staff opinion 
D D D D 
D. Terms of firm's sales 
Cash 
D 
E. Firm's credit sales standards 
5 Cs One time 
D D 
F. How does firm manage selling costs of? 
F-1. Contact phase of sole transaction 
By choosing the cheapest channel By employing sales agents 
D D 
F-2. Contract phase of sale transaction 
By making routine contract i greements By employing lawyers 
~ D ~ ~ D ~ 
F-3. Control phase o f sa le t ransac t i on 
By maiting routine control agreements By employing lawyers 
D D 
G. Relevance of costs of customer 
Contacting customer Contracting customer 
D D 
H. Customer backing down 
Possibility Difficulty In finding another customer 
I. How does firm manage If cutomers back-down? 
Negotiation Court of law 
D D 
D 
To expand market 
D 
To forecast inventory usage 
D 
To forecast safety stock needs 
D 
others - production capacity 
Credit 
n 
Repeat sales 
D 
By developing long-lasting relationship 
D 
By making terms known in advance 
D 
By making terms known in advance 
D 
Controling customer 
D 
Extent of loss If customers back-down 
D 
stop dealings uM bills are settled 
D 
'Contact Finding the market and searching for a partner, identifying a potential partner, descnbmg the offer to a 
potential partner, advertising in the media, attending the trade fairs and exhibitions (Cost involved Searching 
cost) **Contract Negotiating the pnces, setting the terms of trade, writing and evaluating a proposal, credit 
investigation and discussion, setting-up governance structures (Cost involved Cost of negotiating drafting and 
signing contract) "^Execution /Control Bonding secure commitment, inspecting quality, building up tru^t and 
customer confidence, collection efforts, taking legal measures (Cost involved Cost of safeguarding agreement) 
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Section B (Parte) - Performance Management 
A. Specific criteria firm appiied for performance management 
By comparing past with the present performance 
D 
- Main Firm's Response 
By comparing actual with the expected performance 
D 
By comparing inter-firm benchmarIts 
D 
B.Customer satisfaction based performance evaiuation 
B-1. Firm minimize costs 
By charging lower prices By allowing cjuantity discounts 
D 
B-2. Firm improves quality of products 
By decreasing defect rates 
D 
n 
By ma 
D 
By allowing cash discounts 
D 
•^ ainingg higher customer retention rates 
D 
By providing higher customer's perceived value of goods 
D 
B-3. Firm improves communication with customer 
By maintainingg faster responses time 
D 
C. Accounting based performance evaluation 
C-1. Firm checks its liquidity 
By current ratio 
D 
C-2. Firm checlcs it operational effeciency 
By inventory turnover By receivables turnover 
D 
C-3. Firm checks its financial effeciency 
By cash to working capital 
D 
By receivables to worldng capital 
D 
C4. Firm checks It short-term debt leverage 
By current debt to total debt 
D 
C-S. Firm checks its profitability 
By gross profit margin 
D 
By return on worldng capital investment 
D 
D. Determinants of firm's performance 
D 
E 
Fixed asset investi lent Fixed asset financing 
_ D _ _ 
Short-term financing 
D _ 
by maintaining faster delivery time 
n 
By quicl( ratio 
D 
By overall working capital ratio 
D 
By inventory to working capital 
D 
By working capital to total assets 
D 
By total debt to total equity 
. D 
By net profit margin 
. D 
if return on total assets investment 
D ' 
Working capital investment 
_ D 
Availabiiy of skilled labour 
n 
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Distributing to production 
D 
Section C • Managing Worl<ing Capital Externally - Value Chain Management 
Section C (Part 1) - Managing Firm-Supplier Linkages - Main Firm Response 
A. Fiiiii-sii|)|>liei co-o|>ei<itioii on |>iiin.iiy .Ktivities 
A-1. Fnm-siipplJei ci>-i>i>et<Mirt» <i\\ 'mUtm^ l^ ,^ ct^ vit^ es' 
Shipment Shipment 
D D 
Inventory control Materials handling 
D • 
A-2. Fii in-sii |) | ) l iei co-opeiot ioi i on piodnct ion opeMt io i i 
Machining Pacte^g 
D D 
Equipmerrt maintenance Product testing 
D D 
A-3. Fiiiii-sii|)|)liei co-opeiotioii on n)4iil(etiii<j .md soles 
Advertising Promotion Sales force 
D D D 
A - l . Flini-sii|>|)liei co-opeuTtion on aftei s.iles seivice 
Installation Repair Customer training Parts supply 
D D D D"'" 
B. Fiini-siippHei co-opeiiitfon on purclwises ttnd inv«ntory niontigenisnt 
AssembCng 
D 
Facility operations 
D 
Sales^urchase channel selection 
D 
Product adjustment 
D 
Terms of transportation 
D 
Quality and quantity ol materials 
D 
Time (just on time basis) 
D 
C. Whiit ore the benefits of flim-«ii|>pliei co-o|>eiotion? 
Decrease cost ordering materials 
D 
Minimising the costs of carrying inventories 
D 
D. Wliot 016 the leosonsfoi non-cooiilinotious? 
You don have a policy 
D 
Do not see the benefits 
_ _ • - _ _ 
' Inbound logistics may be defined as tlie activities associated witli receiving raw materials purchased as well as 
storing and distributing them to production. If we take the case of working capital related inbound logistics titey may 
include material handling, freight-in, storing, inventory control, vehicle scheduling, ndnmistration and payments to Uje 
suppliers. 
Decrease the time needed to purchase materials 
Create trust of your supplier 
n 
Suppliers do not co-operete 
D 
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Section C (Part 2) - Managing Firm-Customer Uinkages - Main Firm Response 
A. Fii i i i -ciistoinei co-o|)ei<il"ioii on pninniy .icVivilies 
A-1 . Fitin-ciistoinei co-o|>ei<itioii on puxli iction o|>ei.itioiis 
Machining Packaging Assembly 
n a n 
Equipment maintenance Product testing Facility operations 
D D D 
A-2. F'.im-ciistomei co-opei. i t ioi i oi» oiit l iomul .activities' 
Finished goods warehousing Materials handling Delivery vehicle operation Order processing 
D D D D 
A-3. Fiiin-custoinei co-opertitioit on uuiiketiitg ami sales 
Advertising Promotion Sales force Sales/Purchase channel selection 
D D D • 
A 4 . Fii in-customet co-opei. i t ioi i on aftei sales service 
Installation Repair Customer training Parts supply Product adjustment 
D D D D • 
Quality and quantity o' materials to be purchased Terms of transportation of materials to be purchased 
D D 
Time (on |ust on time basis) 
D 
C. Wlii i t •lie the benef i t ; of f i ini-suppiiei co-o|>ei.ition? 
Increusing sales Create trust of your supplier 
D D 
Minimising the costs of carrying Inventories tttmimislng the cost of ordering and transportation 
D • D " " _ • • 
i). Wha t <ire the leosons foi non-cooidinatioiis? 
Firm does not have policy Customers do not co-operate 
D D """ 
Firm does not see the benefits 
D 
E. Customer assessment 
Return any product with inferior quality 4 5 Pay only if the products are as per their expectation 
D D 
Malung periodic assessmert of customers opinions Making strict quality control at the production floor 
• D 
' Outbound logistics may be defined as tl>e activities leljted to collecting the finished product from tlie production 
process, storing and physically distributing the product to customers. If we take tlie case of working capital related 
outbound logistics Utey may include finished goods warehousing and handling, delivery velucle oper^'on, order 
pi ocessing. fi eigltf-out and inventory «onti ol. 
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Managing Firm-Supplier Linkages • Supplier Reponses 
A. Firin-suppliei co-opeiotion on piinwiy .ictivities 
A-1. Firm-supplier co-operation on pro(iuction operations 
Machining Packaging Assembly 
n a n 
Equipment maintenance Pfoduct testing Facility operations 
D D D 
A-2. Fiini-siippiier co-operation on outiioinid activities 
Finished goods warehousing Materials liancKing Delivery vehicle opereit'ion tidier processing 
D D D D 
A-3. Fiini^uppiier co-operation on niatlceting and sales 
Advertising Promotion Sales for t ; Saies/Purchase channel selection 
D • • • 
A4. Firn)4uppliei co-operation on after sales service 
Installation Repair Customer training Parts supply Product adjustment 
D D D D D 
B. Firin-suppliei co-operation on sales and inventory management 
Exchanging stalled staff Credit transaction wVrmt discounts 
D D 
Credit transaction with discounts Providing goods when just needed 
D D 
C. What aietire benefits of firm-supplier co-operation? 
Decrease cost of selling goods Create trust of your customers Dewease the time needed to sell goods 
D D D 
Decrease the carrying cost of finished goods inventory vtinimising the cost of ordering and transportation 
D D 
D. Wliat arethe reasons for non-cooidinations? 
Do not have the specific policy of co-operation Central firm does not co-operate 
D D 
Do not see the benefits 
D 
E. Supplier rates the effeciency of firm on tlie bases of 
Purchase order processing Bilateral communication Explanation to inquiries 
D D D 
Courtesy Market ng approach Using supplier services Payment habits 
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Managing Firm-Customer Linkages - Customer Reponses 
A. Fi im-customei co-opeiotioi i on c<>-o|)ei.itirtn on piininiy .icTivitles 
A-1 . Firm-ciistomei co-o|>er<ition on inl>oiin*l .ictivities 
Order processing Receiving Storing 
D a D 
Inventory control Materials handling 
D D. 
A-2. Fiiin-custoniei co-opei.ition on piodiiction opeiolion 
Machining Packaging 
D D D 
Equipment maintenance Product testing 
D • D 
A-3. Fiini-ciistoniei co-o|>ertttion on m.iiketinij and sales 
Advertising Promotion Sales force 
D D D 
A 4 . Fiim-ciistoniei co.o| eration on aftei sales seivice 
installation Ri^ pair Suplier training Parts supply 
- D D D D 
B. Fiiin-ciistoMiei co-o|>eiation on |Miicliasesan<l hiventoiy m a n a g e m e n t 
DistribUinq to prodiiction 
D 
Delivery vehicle operation 
D 
Assembling 
Facility operations 
Saies/Purctiase channel selection 
D 
Product adjustment 
D 
Exchanging sltllled statf 
D 
Credit transaction with discounts 
[J 
C. What a ie the benefits of fiim-sii|>|)liei co-opeiation? 
Decrease cost of purchasing 
n 
Decrease the carrying cost of inventory 
D 
L. What a ie the leasons foi non-cooidiriations? 
Do not have the specific policy of co-operation 
D 
Do not see the beneffts 
D 
E. Customer rates the effeciency of f i im on the bases of 
Marketing approach Sales processing Product quality Cost of products 
D D D D 
Impartiality with other buyers Explanation to your inquiries 
D D 
Knowledgeability of customers Using customer services 
Credit transaction without discounts 
D 
Providing goods when Just needed 
Decrease iV 3 time needed to purchase 
D 
Create trust of your supplier 
D 
Central firm does not co-operate 
D 
Delivery 
D 
Bilateral communication 
D 
Cash collection habits 
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